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6000 SPECIALIZED ACCOUNTING

Federal credit union financial transactions have become increasingly more diverse and complex because
of alarger variety of services offered, expanded authorities in a deregulated environment, mergers of
credit unions, and growth in their fields of membership. Many federal credit unions have expanded their
services through programs such as mortgage and commercial lending, share drafts or credit cards, or
involved in activities such as establishing a branch operation has been increasing. This section of the
accounting manual is therefore intended for all those federal credit unionsin need of these additional
guidelines in specialized accounting areas.

6010 LENDING ACTIVITIES

This section sets forth the regulatory accounting requirements for Federal credit unions in accounting for
nonrefundabl e fees and costs associated with originating and acquiring loans. Originating and acquiring
loans includes lending, committing to lend, or purchasing aloan or group of loans.

This section appliesto all types of loans extended by credit unions: consumer loans, mortgage loans,
commercia and agricultural loans.

The policy set forth in this section is an exception to generally accepted accounting principles as to credit
unions using the modified cash basis of accounting.

6010.1  NONREFUNDABLE LOAN ORIGINATION FEESAND COSTS

Credit unions following a modified cash basis of accounting may apply, at their option, the rules set forth
in Section 6010.1.2 below for credit unions using the full accrual basis of accounting or they are required,
at a minimum, to amortize loan origination fees over the life of the loan or ten years, whichever period is

shorter (see Section 6010.1.1).

Credit unions following the full accrual basis of accounting should fury adopt the provisions set forth in
6010.1.2 below. The section requires that:

* Loan origination fees be recognized over the life of the related loan as adjustment
of yield.

» Direct loan origination costs be recognized over the life of the related loan as a
reduction of the loan’syield.

* Loan commitment fees be deferred except for certain specified fees.

» Theadjustment of yield generally be by the interest method.
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6010.1.1 UNDERTHEMODIFIED CASH BASIS

Credit unions using amodified cash basis of accounting may or may not apply the provisions of Section
6010.1.2, at their option. If acredit union chooses not to follow Section 6010.1.2, they are required, at a
minimum, to amortized loan fees over 10 years or the life of the loan, whichever period is shorter. The
deferral of income recognition and the method of amortization should be as discussed below for credit
unions using the full accrual basis of accounting.

6010.1.2 UNDERTHE FULL ACCRUAL BASIS

The application of the provisions of this section is clearly not required where reporting differences
between application and nonapplication of these provisions are not material. The main area of applicabil-
ity for federal credit unionsis expected to be in the areas of real estate and commercial lending.

The provisions of this section were established by the Financial Accounting Standards Board (FASB) in
Statement of Financial Accounting Standard (SFAS) No. 91 (copies available through the FASB). Fed-
eral credit unions should seek the assistance of an independent accountant if they do not have the exper-
tiseto implement SFAS No. 91.

6010.2 LOAN ORIGINATION FEES

Loan origination fees charged a member and the related direct loan origination costs incurred for agiven
loan should be offset and the net amount deferred and recognized over the life of the loan as an adjust-
ment of yield using the interest method. The netting of fees and costs should be applied on an individual
loan basis although aggregation of similar loansis permissible under certain conditions. The practice of
recognizing loan origination fees as income in the period earned/received and expensing related costs
when incurred or in the period the loan is granted is no longer acceptable. The objective of the interest
method isto arrive at periodic interest income at a constant effective yield on the net investment (carrying
value).

Examples of the types of loan origination costs afederal credit union should defer include costs related to
evaluating the prospective borrower’s financial condition; evaluating and recording guarantees, collateral
and other such arrangements, negotiating loan terms, preparing and processing loan documents and
closing the transaction. The federal credit union should only defer that portion of the employee’ s total
compensation and payroll related fringe benefits directly related to time spent performing those activities
for that loan and other related costs that would not have been incurred but for that loan.

All other lending related costs, including costs related to activities performed by the lender for advertis-
ing, soliciting potential borrowers, servicing existing loans, and other ancillary activities related to
establishing and monitoring credit policies, supervision, and administration, should be charged to expense
asincurred. Employees’ compensation and fringe benefits related to those activities, unsuccessful loan
origination efforts, and idle time should be charged to expense asincurred. Administrative costs, rent,
depreciation, and all other occupancy and equipment costs are considered indirect costs and should be
charged to expense as incurred.
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Amounts of loan origination, commitment and other fees and costs recognized as an adjustment of yield
should be reported as part of interest income. The unamortized balance of loan origination, commitment
and other fees and costs recognized as an adjustment of yield should be reported on the federal credit
union’ s balance sheet as part of the loan balance to which it relates.

6010.3 COMMITMENT FEES

Generally, feesreceived for a commitment to originate or purchase aloan or agroup of loans should be
offset with direct loan origination costs to make a commitment and deferred. If the commitment is
exercised, the net fees should be recognized over the life of the loan as an adjustment of yield or, if the
commitment expires unexercised, recognized in income upon expiration of the commitment. If the
likelihood that the commitment will be exercised is remote, the commitment fee should be recognized
over the commitment period on a straight-line b is as service fee income. 1f the commitment is subse-
guently exercised during the commitment period, the remaining unamortized commitment fee at the time
of exercise should be recognized over the life of the loan as an adjustment of yield.

If material, fees that are periodically charged to cardholders should be deferred and recognized on a
straight-line basis over the period the fee entitles the cardholder (member) to use the card.

6010.4 DEMAND LOANS

For aloan that is payable at the lender’ s demand, any net fees or costs may be recognized as an adjust-
ment of yield on a straight-line basis over a period that is consistent with (1) the understanding between
the borrower and lender or (2) if no understanding exists, the lender’ s estimate of the period of time over
which the loan will remain outstanding. Any unamortized amount should be recognized when the loan is
paid in full.

6010.5 REVOLVING LINESOF CREDIT

For revolving lines of credit (or such loan arrangements), the net fees or costs should be recognized in
income on a straight-line basis over the period the revolving line of credit is active, assuming that borrow-
ings are outstanding for the maximum term provided in the loan contract. If the borrower pays all
borrowings and cannot borrow again under the contract, any unamortized net fees or costs should be
recognized in income upon payment. The interest method should be applied to recognize not unamor-
tized fees or costs when the loan agreement provides a schedule for payment and no additional borrow-
ings are provided for under the agreement.

6010.6 PURCHASE OF A LOAN OR GROUP OF LOANS

Theinitial investment in a purchased loan or group of loans should include the amount paid to the seller
plus any fees paid or less any feesreceived. Theinitia investment frequently differs from the related
loan’'s principal amount at the date of purchase. This difference should be recognized as an adjustment of
yield over the life of the loan. All other costsincurred in connection with acquiring purchased |oans or
committing to purchase loans should be charged to expense as incurred.
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The purchaser may allocate theinitial investment to the individual loans or may account for the initial
investment in the aggregate. The cost flows provided by the underlying loan contracts should be used to
apply the interest method. If prepayments are not anticipated and prepayments occur or a portion of the
purchased |oans are sold, a proportionate amount of the related deferred fees and purchase premium or
discount should be recognized in income so that the effective interest rate on the remaining portion of
loans continues unchanged.

6010.7 AGGREGATION OF SIMILAR LOANS

If the federal credit union holds a large number of similar loans for which prepayments are probable and
the timing and amount of prepayments can be reasonably estimated, the federal credit union may con-
sider estimates of future principal prepayments in the calculation of the constant effective yield necessary
to apply the interest method.

If the federal credit union anticipates prepayments in applying the interest method and a difference arises
between the prepayments anticipated and actua prepayments received, the federal credit union should
calculate the effective yield to reflect actual payments to date and anticipated future payments. The net
investment in the loans should be adjusted to the amount that would have existed had the new effective
yield been applied since the acquisition of the loans. The investment in the loans should be adjusted to
the new balance with a corresponding charge or credit to interest income.

Federal credit unions that anticipate prepayments should disclose that policy and significant assumptions
underlying the prepayment estimates. The practice of recognizing net fees over the estimated average life
of agroup of loansis no longer acceptable.

6010.8 DEFINITIONS

Commitment Fees. Fees charged for entering into an agreement that obligates the Federal credit union to
make or acquire aloan or satisfy an obligation of the other party under a specified condition. Commit-
ment fees include fees for letters of credit and obligations to purchase aloan or group of loans and pass-
through certificates.

Credit Card Fees. The periodic uniform fees that entitle cardholders to use credit cards including fees
received in similar arrangements, such as charge card and cash card fees.

Incremental Direct Costs. Costs to originate aloan that (1) result directly from and are essential to the
lending transaction and (2) would not have been incurred by the lender had the lending transaction not
occurred.

Lending Activities. Lending, committing to lend, refinancing or restructuring loans, arranging standby

letters of credit, syndication and participation fees to the extent they are associated with the portion of the
loan retained by the lender.
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Origination Fees. Fees charged to the borrower in connection with the process of originating, refinanc-
ing, or restructuring aloan including points, management, arrangement, placement, application, under-
writing and also syndication and participation fees to the extent they are associated with the portion of the
loan retained by the lender.

60109 ACCOUNTINGENTRIESAND THEINTEREST METHOD

The Illustrative Entries on pages 4-51 through 4-53 of Section 4050.4, Account No. 703.1, give agood
example of the accounting entries for aloan and the corresponding amortization/accretion using the
interest method. We have not repeated the illustration here but refer you to that section of the manual.

6020 ACCOUNTING GUIDELINESFOR REAL ESTATE LENDING

6020.1 GENERAL

The provisions of Section 107 of the Federal Credit Union Act, and Section 701.21 of the NCUA Rules
and Regulations, allows federal credit unions to make loans with maturities up to 40 years on residential
real property. The regulation contains certain restrictions on the types of property which can be financed,
prescribes various forms, limits, and discusses due on-sale clauses.

The degree of risk in areal estate loan depends on the amount loaned, interest rate, value of the property,
ability of the borrower to repay, local economic climate, and other special terms.

The effective rate of interest, inclusive of al finance chargesis limited by the Rules and Regulations. In
the event of early repayment of any real estate loan where finance charges are assessed, a recomputation
isrequired and arefund must be made if the sum of the interest paid plus the finance charges paid ex-
ceeds the maximum permitted by the Rules and Regulations. The liability and responsibility to refund
such excess finance charges remains with the FCU in the event the loan is sold, unless the contract
specifically provides that the responsibility flows to any subsequent purchase of the obligation. (See
Section 6020.4 for a discussion of the Recomputation for Rebate.)

6020.1.1 TYPESOF REAL ESTATE MORTGAGE LOANS

Fixed Rate Mortgage Loans

Fixed rate mortgage loans refer to loans that have maturities from 12 years on up to and including 40
years and interest rates that remain the same from the time of their origination. Such loans are rated to

the finance or refinancing of a one-to-four family dwelling, including an individual cooperative unit,
which will be used for the principal residence of the federa credit union member.
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Variable Rate Mortgage Loans

Variable rate loans are tied to an index agreed upon by the borrower and the credit union. The board of
directors establishes the variable rate mortgage loan’ s lending policies asit deems appropriate. The
policies must be in writing and consistent with cooperative principles and existing laws and regulations.
Variable rate loans provide an effective method for the credit union to pass on to the borrower the risk of
increases in the market interest rates for loans. Movement in the index results in an increase or decrease
in the interest rate which isimplemented through changes in the monthly payment, changesin the loan
maturity, or through a combination of these methods. In the case of along-term real estate loan, the credit
union is prohibited from using its own funds as an index. If the principal interest rate is adjusted, the
payment of the loan must be adjusted at |east every five yearsto an amount sufficient to fully amortize the
loan at maturity. If the adjustment in the interest rate isimplemented through an extension of the maturity,
the adjustment may not cause the maturity to exceed 40 years.

From afunds management point of view, a credit union’s own costs of funds would be an ideal index.
There is concern, however, over the ability of a credit union to enforce a contract in which the key terms
are uncertain or not definable. The following are some of the more common indices:

a) The average contract interest rate charged by all lenders on mortgage loans for previously occu-
pied homes as published by the Federal Home Loan Bank Board in its Journal.

b) The average monthly yield on 26 week United States Treasury securities as published in the
Federal Reserve Bulletin.

¢) Theaverage monthly yield on the United States Treasury Securities adjusted to a constant matu-
rity of 3 years based on the daily closing bid prices as published in the Federal Reserve Bulletin.

d) The average monthly yield on the United States Treasury securities adjusted to a constant maturity
of 5 years based on daily closing bid prices as published in the Federal Reserve Bulletin

e) Theaverage of “prime lending rate” as published by specific banks or newspapers.

A variable rate loan to a person on a fixed income could cause the borrower and the credit union prob-
lems since the individual may not be able to afford unanticipated increase in the monthly payment.
Additionally, when the variable rate loans are adjusted through addition of unpaid interest to the principal
balance, the result may be that large final payments are required. Thisis potentialy risky and dangerous
to liquidity, earnings, depreciated collateral, and default in the same ways as would occur in balloon type
loans. The credit union isrequired to prepare disclosures for variable rate loans according to Regulation
Z. Members should be provided with “worst case” situations so they will fully understand the potential
problems which could occur due to rate changes.

Participation Mortgage Loans
A participation loan isaloan that is made in participation with one or more eligible organization where
the written commitment to participate in the loan precedes final disbursement. Section 701.22 of the

NCUA Rules and Regulations contains additional information. A federal credit union’sinterestina
participation loan may not exceed 10 percent of its unimpaired capital and surplus.
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Secondary Mar ket

One method in which afederal credit union can serve the home financing needs of its membersisthrough
the secondary market. The secondary market refers to investors who purchase mortgage loans either for
their own portfolio or for the assembly of mortgage backed securities. Thiswould include Federal National
Mortgage Association, Federal Home L oan Mortgage Corporation, and Government National Mortgage
Association. The secondary market also includes insurance companies, pension funds, mutual savings
banks, savings and loan associations, and private investors. Under the secondary market arrangement, the
credit union would obtain acommitment from an investor to purchase mortgage loans. The credit unions
would then originate mortgage |oans according to specifications of theinvestor, sell the closed mortgage
loansto the investor and service the loansfor theinvestor. Servicing involvesfour major operations:

a) Processing of payments. The net proceeds after retaining taxes, mortgage insurance, hazard
insurance, and servicing fees are remitted to the investor. The servicer is expected to handle
escrow accounts and to pay taxes and insurance premiums when due.

b) Protection of security. The servicer is expected to periodically inspect the property to make sure it
is not being subjected to waste or unusual depreciation.

¢) Recordation. When the property changes hands and a new owner assumes the mortgage, awhole
series of records must be changed and recorded. In the case of a mortgage insured by the Federal
Housing Authority or guaranteed by the Veterans Administration, the proper government agency
must be notified and required government forms must be completed.

d) Collection. Theservicer isexpected to take all collection stepsincluding foreclosures if necessary.

A due-on-sale clause, atype of acceleration clause, gives the credit union the option of calling the loan if
the borrower sells or transfers all or part of hisor her interest in the property securing the loan. The
Federal National Mortgage Association and Federal Home Loan Mortgage Corporation uniform instru-
ments contain the clause. These instruments will facilitate the credit union’s entrance into the secondary
mortgage market in the event that the loans must be sold.

6020.2 AFFECTEDACCOUNTS

The following are the account numbers and the account titles which will be used by FCUs engaged in real
estate lending.

114 Interest of Real Estate Loans

140 Gain (Loss) on Sale of Loans and Other Eligible Obligations
285 Refunds - Real Estate Finance Charges

303 Provision for Loan Losses - Real Estate Loans

703 Real Estate Loans Over 12 Years

703.1 Net Origination Fees (Costs) - Real Estate Loans Over 12 Years
704 Real Estate Loans- 12 Yearsor Less
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704.1 Net Origination Fees (Costs) - Rea Estate Loans- 12 Yearsor

Less
719 Allowance for Loan Losses
728 Red Estate Loans Receivable
784 Accrued Interest on Real Estate Loans
808 Real Estate Loans Payable
809 Escrow Accounts
885 Deferred Credits - Prepaid Interest - Real Estate Loans
905 Shares - Escrow Accounts

Account descriptions for the above accounts can be found in the applicable subsections of Section 4000,
General Ledger of Accounts, by the account number referenced.

6020.3 SAMPLEACCOUNTINGENTRIES

To show the interrelation of the various accounts involved in areal estate loan, the following example will
be used. The figures shown on the HUD-1 Settlement Statement are used to demonstrate the accounting
entries required when the loan is granted and the recomputation which is required when the loan is paid
off early. Accounting entries are shown for two different situations. In the first exampleit is assumed
that an attorney performs the closing and handles the disbursement of funds. In the second exampleitis
assumed that the credit union performs the closing and handles the disbursement of all funds. The same
Settlement Statement is used for both examples.

Example #1
Assumptions:

a) Attorney, Harry Settlor, handles the closing and makes all disbursements with the exception of the
appraisal fee.

b) The FCU retains the appraiser and disburses the appraisal fee after settlement.

¢) TheFCU’scheck for the loan proceeds is make payable to the attorney (Harry Settlor) for distri-
bution at settlement.

d) All disbursements (those of the FCU and the attorney) except for the appraisal fee are made on the
date of closing, 8/12/XX.

e) Escrow accounts are required for Real Estate loans.
Under these assumptions Harry Settlor would receive $58,000 for the FCU and $8,955.66 from the buyer.

These funds would then be disbursed by Harry Settlor to the seller, the previous mortgage holder and to
pay various other costs.
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Entriesin FCU’s Records;

a) To record the disbursement of loan proceeds to the settlement agency of the Byer’s loan:

Dr. - Redl Estate Loans Over
12Years (ACCt. NO. 703.1) oo $58,000
(@UEIEN =" o (/AN o: A 1\ o J4C i ) ST $58,000

b) To record receipt of funds from settlement agency as reimbursement for payment of appraisal fee
on the Sellar’ s property (Byer'sloan):

Dr. - Cash (ACCE NO. 73L)  .oovcecceeeeecee e $265
Cr. - Real Edtate Loans Payable
(N ox B N[ T 0 S PRR $265

c) Torecord receipt of funds from settlement agent for borrower’s points:

(DI EIRN@r= S o (AN wox A N[0 T < i ) $580
Cr.-Net Origination Fees (Costs)-
Real Estate Loans Over 12 Years
(ACCE. NO. 703.1) ottt st e $580

d) Torecord receipt of funds from settlement agent for loan discount Cellar-Byer Transaction:

Dr. - Cash (ACCE NO. 73L)  oovcecereeeesee et $580
Cr.-Net Origination Fees (Costs)-
Real Estate Loans Over 12 Years
(ACCE NO. 703.1) ettt ettt b et n e $580

€) Torecord receipt of funds from settlement agent for loan origination fee:

Dr. - Cash (ACCE NO. 73L)  ooeeeeieerertee et $580
Cr.-Net Origination Fees (Costs)-
Real Estate Loans Over 12 Years
(ACCE NO. 703.1) oottt e b enas $580

f) Torecord receipt of funds from settlement agent for 19 days prepaid interest on Byer’s loan:
Dr. - Cash (ACCE. NO. 73L) oot $275.50
Cr.-Net Origination Fees (Costs)-

Real Estate Loans Over 12 Years
(ACCE. NO. 703.1)  coeeeeeeeee ettt e e ae st et et e seereseeseeneeneeresnensenens $275.50
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g) To record receipt of funds from settlement agent for reserves on Byer’s loan (Hazard Ins. $22.00,
Mortgage Ins. $24.16, and Property Tax $321.40):

Dr. - Cash (ACCE NO. 73L)  oovcececeeeeeesee e $367.56
Cr.-Shares - Escrow
(ACCE. IND. 905) ittt et nnee s $367.56

h) To record the payment of the Real Estate appraisal fee on the Cellar’s property:

Dr. - Accounts Payable-Real Estate
Loans (Acct. No. 808)
Cr.-Cash (Acct. No. 731)

Example #2
Assumptions:

a) TheFCU handlesthe closing and makesall disbursements.

b) The FCU hasretained an attorney, Harry Settlor, to perform the examination of title, prepare
documents, and perform the necessary tasks to record documents and transfer title. The attorney
pays the recording and transfer charges and is reimbursed by the FCU.

¢) City Realty drew up the sale contract and collected the earnest money.

d) Escrow accounts arerequired for real estate loans.

e) All disbursements are made within 10 working days of the closing date.

Entriesin the FCU’ s Records at Settlement or closing to record disbursement of |oans proceeds on the
Byer-Cellar real estate transaction;

1) To record receipt of funds from John & Mary Byer on purchase of the Cellar property:

Dr. - Cash (ACCE NO. 73L) oo $8,955.66
Cr.-Net Origination Fees (Costs)-
Real Estate Loans Over 12 Years
(ACCE NO. 703.1) oottt bbbttt e $1,435.50

Cr.-Shares - ESCrow (ACCt. NO. 905) ..o e 367.56
Cr.-Accounts Payable - Real Estate
[0 7= (oot A Lo T 01 ) 7,152.60
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2)To record the receivable for earnest money deposited by Byer with City Realty:

Dr. - Accounts Receivable - Real
Estate L0ans (ACCE. NO. 728)  ..ooveieciie et e e e e $2,000
Cr.-Accounts Payable - Real Estate
L0anS (ACCE. NO. B08)  ...veeeieieiieciee st et ettt e e st e e s rae e s e e snee e sare e reeenseeenraeans $2,000

3) Torecord the (Byer) real estate loan and the disbursements of fundsto Cellar:

Dr. -Real Estate Loans
(ACCE. NO. 703) oottt sttt na e nesnenee e $58,000.00
Cr.-Net Origination Fees (Costs)-
Read Estate Loans Over 12 Years

(ACCE. NO. 703.1) oottt ettt et e b eab e e st e et e e e beeenns $580.00
Cr.-Cash (ACCE NO. 73L)  .eeeeiiii ettt ettt be et sse e e nn e eneeas 7,641.46
Cr.-Accounts Payable - Real

Estate Loans (ACCt. NO. 808) ...cocoiiieieesie ettt e 49,778.54

4) To record payment of real estate commissions:

Dr. - Accounts Payable - Real

Estate Loans (ACCt. NO. 808)  ....ccvvveererieseesiee et $3,960
Cr.-Accounts Receivable (ACCt. NO. 728)  .....ooiiiieecie e $1,980
Cr-Cash (ACCE NO. 731) .o eee e e eee e eee e ees e es e ee e s en e e s 1,980

5) To record the payment of fees associated with the purchase:

Dr. - Accounts Payable - Real

Estate Loans (ACCt. NO. 808)  ....cecvveerireeeiseie et $54,971.14

Cr.-Cash (Acct. No. 731)
(002 00 TC S A o o= = ) USSR $265.00
(P D) bt n e r e e neas 290.00
(= Y2 = 1o ) PSR 631.67
QL L= o 1167 1| ) PR 141.00
(CharleS SUIVEYOT) ..ottt e e e e e et e e e e e e s nt e e e e e e e annneeeeaeeeannees 100.00
(== a1 0 SRR 20.00
(CIty MULUBI) ettt ettt 53,532.47
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6020.4 RECOMPUTATION FOR REBATE

Thefollowing itemsfrom Figure 6-1 “ Settlement Statement” are considered finance charges and are
subject to refund in accordance with 701.21 of the NCUA Rules and Regulationsin the event of early

repayment:

Borrower’ s Points $580.00
Loan Origination Fee 580.00
Prepaid Interest 275.50
Mortgage I nsurance 290.00
Total $1,725.50

To demonstrate the acceptable method which may be used to compute the required refund, we will assume
that the $58,000 |oan shown on the foregoing Settlement Statement was granted at the interest rate of 9 1/
4% per annum for 30 years. Further we will assume that the loan has been paid off 12 months after date
of issue. For purposes of thisexample it is assumed that the maximum permissible interest rate at the time
the loan was granted was 12% APR.

Thefirst step in the computation is to determine the present value (PV) of the 12 monthly payments,
$6,714.78 ($596.60 monthly payment x 11.2550774735 PV factor). Secondly, compute the present value
of the payoff balance, $51,285.21 ($57,789.46 payoff balance x .8874492253 PV factor). The sum of the
above two present values should equal the original amount of the loan since the loan in question was
written with an interest rate of 1% per month.

PV of the monthly payments = $ 6,714.78
PV of the payoff balance = 51,285.21
TOTAL $57,999.99

The $.01 difference between the computed present value and the original amount of
the loan ($58,000.00) is due to rounding.

A comparison of the present value of the contracted income stream using a 1% per month interest factor
with the present value of the income stream if the loan had been written at 12% APR (1%) per month) will
disclose the amount of prepaid charges which must be refunded due to early repayment of the loan. Since
the present value of this latter income stream (12% APR loan) is always equal to the face amount of the
loan, it is sufficient to compare the computed PV of the contracted income stream (using 1% interest
factors) with the face amount of the note.

The amount of prepaid charges which are subject to refund is that amount required to make the computed
PV equal to the face amount of the note. If the computed PV is greater than the face amount of the note,
no refund is required.

The present value of the 12 monthly paymentsif $5,370.47, ($477.16 monthly payment x 11.2550774735

PV factor). The PV of the payoff balance is $51,137.82 ($57,623.38 x .8874492253). The sum of the
above two present values will equal the present values of the total income stream to yield 1% per month.
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FIGURE 6-1

lA. Settlement Statement

U. S. Department of Housing
and Urban Development

r

OMB No. 2502-0265

B. Type of Loan

1. [J FHA 2.[J FmHA 3. ] Conv. Unins

4. [J VA 5[] Conv.lns.

6. File Number

7. Loan Number 8. Mortgage Insurance Case Number

C. Note: This form is furnished to give you a statement of actual settlement costs. Amounts paid to and by the settlement agent are shown.

Items marked “9p.o.c.)"” were paid outside the closing; they are shown here for Informational purposes and are not Included in

the totals.

D. Name and Address of Borrower

E. Name and Address of Seller

F.Name and Address of Lender

John & Mary Byer Robert & Jane Cellar Our FCU

G. Property Location

4420 EIm Street
Anywhere, USA

H. Settlement Agent

Harry Settlor

Place of Settlement I. Settlement Date

8/12/x1

J. Summary of Borrower'sTransaction

K. Summery of Seller's Transaction

100. Gross Amount Due From Borrower 400. Gross Amount Due To Seller
101. Contract sales price 66.000.00 }401. Contract sales price 66.000.00
102. Personal propert; 402. Personal propert
103. Settlement chargee to borrower (line 1400) 3,069.06 J403.
104. 404.
105. 405.
Adjustments for Items paid by seller in advance Adjustments for Items paid by seller in advance

106. City/town taxes to 406. City/town taxes to
107. County taxes to 407. County taxes to
108. Assessments to 408. Assesments to
109. 409.
110. 410.
111, 411,
112 412,
120. Gross Amount Due From Borrower 69.069.06 420. Gross Amount Due To Seller 66,000.00
200. Amount Paid By Or in Behalf or Borrower 500, Reductions in Amount Due To Seller
201. Deposit or earnest mone: 501 Excess depasit (see Instructions) 472167
202. Principal amount of new loan(s) 502 Settlement charges to seller (line 1400)
203. Existing loan(s) taken subject to 503 Existing loan(s) taken subject to
204. 504. Payoff of first mortgage loan 8/26 53,523.47
205. 505, Payoff of second mortgage loan
206. 206
207. 50
208. 508
209. 509

Adjustments for Items unpaid by seller Adjustments for ltems unpaid by seller
210. City/Town taxes to 510_City/town taxe to
211. County taxes 7/1 to 8/12 113.40 |511. County taxes  7/1 to 8/12 113.45
212. Assessments to 512. Assessments to
213. 513
214. 514.
215. 515.
216 516.
217. 517.
218. 518.
219. 519.
220. Total Paid By/For Borrower 60,113.40 |520. Total Reduction Amount Due Seller 58.358.54
300. Cash At Settlement From/To Borrower 600. Cash At Settlement To/From Seller
301. Gross Amount due from borrower (line 120) 69,069.06 ]601. Gross amount due to seller (line 420) 66,000.00
302. Less amounts paid by/for borrower (line 220) (60.113.40)|602. Less reductions in amt. due seller (line 520) (58.358.54)
303. Cash [1From [ 1To Borrower 8,955.66 |603. Cash [1To [ 1 From Seller 7,641.46
Previous Edition is Obsolete HUD - 1 (3-86)

RESPA. HB 4305.2
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FIGURE 6-1 (Continued)

L. Settlement Charges

700. Total Sales/ Broker's Commission based on price $ 66,000 @ 6 %= 3,960 Paid From Paid From
Division of Comminnion (line 700 as follows: Borrowers Seller's
70L.$  1.980.00 to City Realty Fundsat Fundsat
7028 1.980.00 0 Suburban Realty Settlement Settlement
3.960.00

204, |

800. Items Payable In Connection With Loan

801. Loan Origination Fee % 580.00

802. Loan Discount 1 % Our FCU 580.00
803. Appraisal Fee to James Appraiser 265.00

804. Credit Report to

805. L ender's Inspection Fee

806. Mortgage Insurance Application Fee to

807, AssumptionFee

808. Borrower’s points 580.00

809.

810.

811,

900. Items Required By Lender To Be Paid in Advance

901, Interestfrom 8/12 to  8/13 @$ 1450 jday (19) 275.00

902. Mortgage Insurance Premium for 12 months to PMI 290.00

903, Hazard Insurance Premium for ears to

Q4. earsto

905,

1000. Reserves Deposited With Lender

1001. Hazard Insurance 2 months@$ 11.00 _per month 22.00

1002. Mortgage insurance 2 months@$ 12.08 permonth 24.16|

10083. City property taxes months@$ per month

1004. County propertytaxes 4 months@$ 80.35 per month 321.40

1005. Annualassessments  months@$ per month

1006 months@$ per month

1007 months@$ per month

1008, months@$ per month

1100. Title Charges

1101, Settlementor closing fee to Harry Settlor 30.00
1102, Abstract or title search tQ

1103. Title examination to Harry Settlor 200.00

1104. Title Insurance binder to

1105, Document preperation fo Harry Settlor 5.00
1106. Notaryfees  to

1107. Attorney's fees to Harry Settlor 30.00

(includes above Items numbers: )
1108. Title insurance to Title Company 141.00
(includes above Items numbers: )

1109. Lender's coverage $ 141.00-58,000.00

1110. Owner's coverage $ 233.00-66,000.00

1111, 92.00 - 8.000.00 OPT.

1112,

1113,

1200. Government Recording and Transfer Charges

1201 Recordingfees: Deed$ 11.00 - Mortgage $ 11.00 - Rel $ 1067 2200, 1067

1202 City/county tax/stamps: Deed$ 33.00 :Mortgage $ 29.00 62 00

1203, State tax/stamps: Deed$  99.00 : Mortgage $ 87.00 186.0(

1204 State Transfer Tax 66.00
1205,

1300. Additional Settlement Charges

1301. Surve to Charles Surveyor 100.00

1302. Pestinspectionto Pest Control 20.00
1303.

1304,

1305,

1400. Total Settlement Charges (enter on lines 103, Section J and 502, Section K) 3.069.0f 4.721.67




PV of the monthly payments = $ 5,370.47
PV of the payoff balance = 51,137.82
PV of income streamtoyield 1% = $56,508.29

The amount of prepaid charges not subject to refund in this exampleis asfollows:

Face Amount of Note = $58,000.00
PV of Income Stream = 56,508.29
Amortized Prepaid Finance =

Charges $ 1,491.71

The difference between the prepaid finance charges ($1,725.50) and the amortized prepaid finance charges
($1,491.71) are subject to refund. The amount subject to refund in the example is $233.79.

Another method which can be used to compute the refund isto project all paymentsinto the future (to the
date of payoff) using future values. Using this method, a short hand computation of the amount of refund
isasfollows:

1 PV of Monthly Payments $ 5,370.47
2. PlusPV of Payoff Amounts 51,137.83
3. Plus Prepaid Service Charges 1,725.50
4. Equals Equivaent PV 58,233.80
5. Less: Face Amount of Note 58,000.00
6. Equals’ Amount Subject to

Refund $ 23380
7. TimesFV Factor 1.126825
8. Equals Amount of Refund $ 26345

If item 5 is greater than item 4 no refund is required.

If acredit union distributes excess earnings to borrowers through an interest refund, the effect of such
refund must be included in the above recomputation. The present value of an interest refund paid would
act to reduce the amount of refund in the above examples. However, thisisthe amount subject to refund if
it had been paid at the time the loan was granted. Sinceit isbeing repaid at atime one year later, alarger
amount is due the borrower. Thislarger amount is the equivalent of $233.80 with interest at 12% APR
compounded monthly, or $263.45. This value can be determined by using the future value computed as
follows: $233.80, amount subject to refund, x 1.1268250301, FV factor, = $263.45.
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6020.5 FLOOD INSURANCE

When acredit union is going to make, increase, extend or renew aloan secured by improved real estate or
amobile home, three things must be determined.

a) It must be determined if the improved real property or mobile home securing the loan is or will be
located in an area that has special flood hazards, as determined by the Director of the Federal
Emergency Management Agency (FEMA).

b) It must be determined if the property is or will be located in acommunity participating in the
National Flood Insurance Program or if it isor will be located in a nonparticipating community.

c) If the property isor will be located in acommunity participating in the National Flood Insurance
Program, it must be determined if the community is participating in the Emergency Program or in
the Regular Program.

The credit union must then determine if the property is or will be located both in a special flood hazard
areaand in acommunity participating in the National Flood Insurance Rate Map or the current Flood
Hazard Boundary Map for the area.

The borrower must buy flood insurance if the improved real property or the mobile homeis or will be
located both in a special flood hazard area and in acommunity participating in the National Flood Insur-
ance Program. The borrower may buy flood insurance from any insurance agent or broker licensed to do
businessin the state where the property is located.

The amount of the insurance must be at least equal to the outstanding balance of the loan or to the maxi-
mum amount available under the Flood Disaster Protection Act, whichever isless. Them* m amount of
the flood insurance available will vary depending on whether the community is Participating in the Emer-
gency or Regular Program.

The insurance must cover the building or the mobile home and any personal property securing the loan (It
need not cover the land). It must remain in effect until the loan isrepaid. If the borrower does not buy
flood insurance that meets these requirements, a federally insured credit union cannot make, in, extend
or renew aloan by the improved real property or mobile home.

Once it has been determined that the improved real property or mobile homeis or win be located in a
special flood hazard area and before the mortgage or any other notary agreement is signed, afederally
insured credit union must give the borrower awritten notice of that fact. This notice need not be given if
the seller or lessor of the property statesin writing that he or she has already given the notice to the
borrower and the borrower acknowledges this. 1n addition, afederally insured credit union must give the
borrower awritten notice that says whether federal disaster relief assistance will be available if the
property is damaged by flooding in afederally declared disaster.

Federal disaster assistance will be availableif the property islocated in acommunity participating in the
National Flood Insurance Program. Before the loan note is signed, the credit union must also have the
borrower acknowledge in writing that he or she received these notices. This acknowledgment hasto be
kept on file until the loan isrepaid.

6-16



The credit union must keep records that show how it determined if flood insurance would be required and

how it determined whether to give the Federal Disaster Assistance Notice. If aFlood Interest Rate Map or
Flood Hazard Boundary Map was used, the address of the property and the number of the Map are al that
are necessary.

6020.6 REGULATION C-HOME MORTGAGE DISCLOSURE ACT

The Home Mortgage Disclosure Act isalaw which requires depository institutions, including credit
unions, to disclose publicly where its mortgage |oans have been granted, The purpose of the law isto
provide for the devel opment and disclosure of sufficient information for interested persons and public
officialsto determine whether depository institutions were fulfilling their lending obligationsto serve the
housing need of all segments of neighborhoods in which they are located. The term most frequently
associated with discrimination in mortgage lending is“redefining.” This occurs when depository institu-
tionsrule out certain residential areas of acity for mortgage credit or discriminates against various groups
of residents.

A credit union which meets all three of the following conditionsis subject to the Act:
a It must have over $10 million in assets at the end of its most recent fiscal year.

b) It must maintain an office (main or branch) in one or more SMSA (Standard Metropolitan Statisti-
cal Area) as established by the Office of Management and Budget.

c) It must make federally related residential mortgage loans. A federally related mortgage loan is any
loan secured by afirst lien on residential real property, made by a depository institution regul ated
or insured by an agency of the Federal Government, or made with the intent of being sold to
FNMA or GNMA, etc.

If acredit union meetsthis criteria, it should refer to the revised Manual of Laws Affecting Federal Credit
Unionsfor instructions on complying with this Act.

6030 PURCHASE, SALE, AND PLEDGE OF ELIGIBLE OBLIGATIONS

Under provisions of Sections 701.22 and 701.23 of the National Credit Union Administration (NCUA)
Rules and Regulations, federal credit unions are authorized to:

a) Purchase, sall, or pledge to any source eligible obligations of its members;
b) Purchaseeligibleobligations of aliquidating credit union’s members;
¢) Purchase student loans from any source, if they grant this type of loan on an on-going basis, and if

the purchase will aid in the packaging of a pool of these loans so that they may be pledged or sold
on a secondary market; and
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d) Purchasereal estate loans from any source, provided they grant real estate |oans on an on-going
basisin accordance with Section 701.21 of the NCUA Rules and Regulations and the sale will aid
in the purchaser’ s packaging of apool of these loans so that they may be pledged or sold on the
secondary mortgage.

The purpose of this portion of the law isto provide federal credit unions with greater flexibility in satisfy-
ing members’ requests for loans and share withdrawals while spreading the risk of these needs. Federal
credit unions granting these student loans and long-term real estate loans will have an easier access to the

respective secondary markets. Thiswill improve the credit union’s ability to react quickly and efficiently
to satisfy liquidity needs.

6030.1 DEFINITIONSRELATING TO PURCHASE, SALE ORPLEDGE OF ELIGIBLE
OBLIGATIONS

Sections 701.22 and 701.23 establish certain definitions and requirements for federal credit unionswhich
elect to participate in the purchase, sale, or pledge of eligible obligations. The requirements established in

those regulations are not repeated here. Rather, you are referred to those sections to determine those
reguirements as applicable to your situation.

6030.1.1 DEFINITIONSCONCERNING THE PURCHASE, SALE,ORPLEDGE OFELIGIBLE
OBLIGATIONS

The definitions are included below.

Credit Union. Any federa or state-chartered credit union.

Credit Union Service Organization. An organization satisfying the requirements of Section 701.27 of
NCUA’'sRulesand Regulations..

Eligible Obligation. A loan or group of loans.
Eligible Organizations. A credit union, a credit union service organization, or afinancial institution.
Financial Institution. Any federally chartered or federally insured financial institution.

Net Loans. The gross amount of the loans, including finance and service charges and fees owed by the
member, less related unearned finance changes and fees.

Originating Lender. The participant (credit union) with which the member (borrower) contracts.
Participation Loan. A loan madein participation with one or more eligible organizations.
Probable Adjustments. Adjustmentsfor the failure of the membersto pay when due (i.e., estimated loan

losses and collection costs), the estimated effects of prepayments, and weaknesses in the loan underwriting
(i.e., lack of clear title).
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Recourse. Theright of abuyer of loans to receive payment from the credit union (seller of the loans) for
the failure of the member to pay when due, the effects of prepayments, or other reasons for loss.

Sudent Loan. A loan granted to finance the borrower’ s attendance at an institution of higher education or
at avocational school, which is secured by and on which payment of the outstanding principal and interest
has been deferred in accordance with the insurance or guarantee of the Federal Government, State govern-
ment, or any agency of either.

6030.1.2 ACCOUNTING FOR FEESGENERATED FROM THE PURCHASE, SALE, OR
PLEDGE OF ELIGIBLE OBLIGATIONS

Various types of fees may be generated when |oans are purchased, pledged, or sold. There are several
methods used to account for these fees. The methods differ, generally, in the timing of recognition of
income from syndication, origination, and participation fees.

Discussion of these types of fees and the requirements which determine which type of fee and the corre-
sponding accounting treatment for the fees (and the recognition of the income from these fees) is beyond
the scope of thisManual. Federal credit unions which engage in activities which generate such feesare to
account for these feesin accordance with FASB 91. Those credit unions which must account for such fees
and are unable to adequately implement FASB 91 should consult an independent accountant for assistance
and guidancein the proper treatment of such fees.

6030.2 PURCHASE OF ELIGIBLE MEMBER OBLIGATIONS

A federal credit union can purchase amember’sloan that it could not grant. Within 60 days from the date
of purchase, however, the loan must be refinanced in accordance with the federal credit union’s policies.
For example, a consumer loan bearing interest at an annual rate of 16 percent could be purchased if the
credit union member consentsto arefinancing at an interest rate that is in accordance with the board of
directors policiesand the Federal Credit Union Act.

In the situation where the loan being purchased is an obligation, or is endorsed by a credit union official
of the federal credit union purchasing the loan, board of directors approval will be required if board
approval would have been needed for the officer’ s endorsement or granting of the loan directly from his
or her credit union. Board approval is not required where an official’ sloan, or aloan, endorsed or guaran-
teed by the credit union official, is purchased from aliquidating credit union or where the loan is pur-
chased for pooling purposes.

6030.2.1 FIVEPERCENT LIMITATIONONELIGIBLE OBLIGATION PURCHASES

Except as stated previoudly, the total unpaid balances of ligible obligations purchased cannot exceed 5
percent of the unimpaired capital and surplus of the purchaser. Student and real estate loans purchased
under terms of NCUA Rules and Regulations Section 701.23 shall not be included in considering this5
percent limitation.
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6030.2.2 TENPERCENTLIMITATION

Thetotal indebtedness owing to any federal credit union by any person (member or nonmember), inclusive
of retained and re-acquired interests, shall not exceed 10 percent of the credit union’s unimpaired capital
and surplus.

6030.3  STUDENT LOANS

Federal credit unions may purchase nonmember student loans from any source for the purpose of includ-
ing the loansin a package or pool of loans that will be sold or pledged to a secondary market. However,

prior to the credit union’s purchase of these nonmember student |oans, arrangements should be made for
a secondary market to purchase the pool of loans in which they are included.

Student loans purchased to package a pool of loanswill not be included in determining whether the total of
unpaid notes purchased has exceeded the 5 percent notation that is based on the credit union’s paid-in and
unimpaired capital and surplus.

6030.4 REAL ESTATE LOANS

Real estate loans can only be purchased if they were used to finance the purchase of one-to-four family
dwelling that is or will be the principal residence of the borrower and if the loan is secured by a perfected
first lien on this dwelling.

As stated previoudly, in order for afederal credit union to be eligible to purchase real estate loans, it must
have adopted a policy of granting long-term real estate |loans and must actually be granting these loans
(i.e., accepting applications, processing them, and disbursing its own funds) on an on-going basis.

The purchase of real estate loans must be for the purpose of including the loans in a substantial pool of its
own loans. Onceit sells or pledges the pool of loans, the credit union must grant more loans before a
second package or pool of loans can be assembled.

If the board of directors decides to stop granting real estate loans, the credit union will still be considered
by the National Credit Union Administration as a credit union that is granting real estate loans on an on-
going basis for a reasonable period such as 60 days. Prior to thistime, real estate |loans may be purchased
for pooling purposes provided that they are disposed of promptly.

Sincethe credit unionswill be purchasing loans and obligations of nonmembers and |oans they could not
grant, they will be expected to sell or pledge the pool of loans promptly. Arrangements should be madein
advance of the purchase date, by obtaining a commitment from a buyer, to purchase the pool of loans
before it is actually packaged.

6-20



6030.5 SALEOFELIGIBLEMEMBER OBLIGATIONS

A credit union may sell any member obligation with the approval of the board of directors. Examples of
circumstances where a credit union might sell members’ loans include closing abranch (members are
served better by another credit union) or terminating a particular loan type (such as no longer offering
credit cards). However, the most common form of such atransaction is the sale of mortgage loans, either
individually to a secondary market investor or via securitization of a pool of loans.

Loans may be sold with or without recourse. Recourse refers to the acceptance, assumption, or retention
of some or al of therisk of loss generally associated with owning aloan. In addition to risk, recourse
refers to control of some future economic benefit relating to the loan. Examples of recourse provisions
include:

* Credit union (seller) must reimburse buyer in full, by repurchasing the loan or otherwise,
regardless of the status of the collateral securing the loan.

Credit union (seller) must reimburse buyer in the amount of loss after repossession of the
collateral. Collateral may be sold by either party, depending on the recourse agreement.

* Credit union (seller) must reimburse the buyer alimited amount, such as a stipulated dollar
amount or a percentage of the loans sold.

* Buyer retains a portion of the selling price in a separate reserve to ensure performance (com-
monly known as adedler’ s reserve).

6030.5.1 SALEWITHOUT RECOURSE
The sale of loans without recourse generally removes all risk from the selling credit union. True “without
recourse” sales are recorded through the income statement, with any gains or losses on the sale recognized

in the period of the sale.

Illustrative Entries

a) Credit union sells $500,000 of member loans without recourse for $475,000 cash.

Dr. - Cash (ACCt. NO. 730) ..cvevueeierieeiesreeieseesre e ee e see e $475,000
Dr. - Losson Sale of Loans
(ACCE. NO. 140) ..ottt sneeenee e 25,000
Cr.-L0oans (ACCE. NO. 701) ....ccueeiereieiesieeeesie e se e se e ste e sre e sreeneennas $500,000

b)Credit union sells $500,000 of member loans without recourse for $525,000 cash.

Dr. - Cash (ACCt. NO. 730) ..cvevueeierieeiesieeieseesee e see e nee e $525,000

Cr.-L0oans (ACCE. NO. 70L) ....ocuieieeeieiieeie e see e eee e ee st sta e sra e e sne e e $500,000
Cr.-Gain on Sale of Loans

(ACCE INO. 140 oo ee e ee e ee e 25,000
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Additional discussions and illustrative entries for these types of sales are provided in part 6030.8.2
6030.5.2 SALEWITH RECOURSE
L oans are more commonly sold with some type of recourse. That is, the selling credit union retains some
risk associated with the loans. There are numerous types of recourse arrangements a credit union may
offer including the following:

* The credit union may agree to absorb losses up to a certain percentage of the loan balance;

* The credit union may create a subordinate security to stand first in line to recognize any loss;

* The credit union may originate both afirst and second mortgage on the same property, sell the first
and retain the second mortgage in order to provide some protection for the first; or

* The credit union may agree to replace a nonperforming asset that it has sold into a pool with a
performing one that it has retained on its books.

The sale of loans with recourse should be recorded as aregular sales transaction through the income
statement only if all three of the following conditions exist:

1) Theselling credit union must surrender control of the future economic benefits embodied in the
asset;

2) Thesdling credit union must be able to reasonably estimate its obligations under the recourse
provisions; and

3) The sdlling credit union must not be obligated to repurchase the assets except pursuant to the
recourse provisions.

6030.5.2.1 RECOURSE SALE RECORDED ASA SALE

Assuming that all three of the required conditions are met, the credit union should accrue all probable
adjustments necessary for loss contingencies. See Sections 2050.1.10 and 4050.5 Liability Accounts (856-
Accrued Loss Contingencies) for more information. Additionally, the difference between the sales price
(adjusted for the accrual of probable adjustments) and the net loans should be recognized asagain or loss
on thesale.
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Illustrative Entries

a) Credit union sells $500,000 of member |oans with recourse for $475,000 cash. The recourse calls
for the credit union to pay not more than 20 percent of the total principal of the sale in the event of
default (maximum contingency is 20 percent of $500,000 or $100,000). All requirements of sale
are met.

Dr. - Cash (Acct. NO. 730) ....occeeveeeieiieeiesie e $475,000
Dr. - Losson Sale of Loans
(Acct. NO. 140) ....ceeiiiieereee e 125,000
Cr.-L0oans (ACCt. NO. 701) ...c.oceeiieeieiieeiesesee e se e sie e sae e e $500,000
Cr.-Accrued Loss Contingencies
(ACCE. NO. 856) ...oveeueiiieiiniiesie ettt 100,000

b) Credit union sells $500,000 of member loans with recourse for $625,000 cash. The recourse calls for
the credit union to pay not more than 20 percent of the total principal of the salein the event of default
(maximum contingency is 20 percent of $500,000 ore $100,000). All requirements of sale are met.

Dr. - Cash (Acct. NO. 730) ....oceeveeveerieeiesiesienns $625,000
Cr.-L0oans (ACCt. NO. 701) ....ocveieeeieriesiese e e ee e e e sae e e $500,000
Cr.-Accrued Loss Contingencies
(ACCE. NO. 856) ...oveeueiriieiiniiesie ettt ne s 100,000
Cr.-Gain on Sale of Loans
(ACCE. NO. 240) ..ot 25,000

6030.5.2.2 RECOURSE SALE RECORDED ASA LIABILITY

If all three of the required conditions are not present, the transaction must be recorded as a pledge of
security on aloan (aliability) rather than asasale. Both theloans and the related liability are removed
from the credit union’ s books as the obligation under the recourse agreement is reduced as aresult of loan
payoffs, loan paydowns, or full repurchase by the credit union under the recourse agreement.

Illustrative Entries

a) Credit union sells $500,000 of member loans with recourse for $475,000 cash. The recourse
agreement callsfor the credit union to repurchase any or al of the loansif and when they become
more than 90 days delinquent. At the time of repurchase, the credit union must reimburse the
buyer an amount equal to the remaining principal of the defaulted loan, plus accrued interest
income and all collections costs.

Because the credit union’ s obligations under this recourse agreement cannot be reasonably estimated, the
sale must be recorded as aliahility, asfollows:

Dr. - Cash (ACCE. NO. 730)  ooveveeererieereeeesiee et saene s $475,000

Cr.-Other Liabilities
o A N o 0 ) SRR $475,000
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b) Supposethe buyer exercised the right of recourse for loans with total outstanding principal of
$30,000. The buyer also recorded accrued interest income of $2,500 and collections costs of $300.
Under the terms of the recourse agreement, the credit union must repurchase the loans and pay
costs, for atotal amount owed of $32,800.

Dr. - Other Liahilities

(oot o I =) OSSN $30,000
Dr. - Loan Interest Income
(X oot R\ o 1 ) S 2,500
Dr. - Collection Expenses
oot o T2 72 SRR 300
Cr.-Cash (ACCE. NO. 730) ..eeiiieeiiiieiiee ettt ettt st e et e e st e e ntee e seeeesneeeanseeeaneeeeanneeans $32,800

Note that no entry isrequired to Acct. No. 701-L oans because the original entry did not remove them from
the credit union’sbooks. By repurchasing the loans, the credit union’ sliability under the recourse agree-
ment has been reduced. Additionally, the credit union recognizes the extra costs under the recourse
agreement as a reduction in loan interest income and increased expense. No gain or loss is recognized
because the sale was never completed.

c) During agiven month principal paydowns/payoffs equal $50,000. The credit union’sliability
under the recourse agreement is reduced in proportion to the amount of loans paid off, and gainsg/
losses are recognized as the liability is reduced.

Dr. - Other Liabilities

(Aol o N [0 T = ) RS $47,500

Dr. - Losson Sale of Loans
(Aot 0 N o T 2 ) SRR 2,500
Cr.-L0oans (ACCE. NO. 701)  .oooiieeiiee et ciee ettt e e et e et e st e et e e nnaeesneaennnees $50,000

The amount of liability reduction is$47,500 [total original liability of $475,000 times 10 percent [$50,000
principal paydown divided by $500,000 total |oan principal]]. The difference between the amount of
principal paydown and the amount of liability reduction is the amount of gain/lossto be recognized
($50,000 less $47,500 is $2,500).

6030.5.2.3 DISCLOSURE REQUIREMENTS

The selling credit union’ sfinancial statements must disclose the following items, even if the possibility of
loss from recourse is considered only remote:

1) The amount of proceeds from the sale;
2) The principal amount of the sale;

3) The nature and terms of the sale including the credit and market risk and the cash require-
ments of the loans sold:;
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4) The amount of accounting loss the credit union would incur if any party failed to perform or if
related collateral had no value;

5) All relevant information regarding the collateral involved; and
6) Concentrations of credit risk to any member or group of members.

These disclosures are required in addition to any others that might be required under generally accepted
accounting principles, such as those required for extraordinary items and related party transactions.

6030.6 PLEDGE OF ELIGIBLE MEMBER OBLIGATIONSASSECURITY

A credit union may also pledge member loans as collateral for aloan. Such atransaction is recorded on
the general ledger as anote payable. No gains or losses are recognized, and thereis no effect on the
members' loan accounts in the general ledger.

Federal credit unions pledging member loans as security for aloan to the credit union must retain copies of
the original loan documents on file. The documents must be made available for review by NCUA examin-
ers so that compliance with applicable laws and sound credit union practices can be determined.

6030.7 ACCOUNTINGFORTHEPURCHASE,SALE,ANDPLEDGE OFELIGIBLE OBLIGATIONS

6030.7.1 LOANSPURCHASED

When loans are purchased, the seller assigns the notes to the purchasing credit union. The notes or
mortgages, and other supporting documents for each loan are assigned and transmitted to the purchasing
federal credit union.

The accounting for the purchase will include determining the face amount of the loan, the amount of the
discount received or the premium paid, and the amount of accrued interest due to the date of the transac-
tion. Illustrated below are three typical accounting entries to record loans purchased.

Example (1). Assume the ZDK FCU purchased at par $100,000 of loans that had no unpaid or accrued
interest. No feeswere paid; no feeswerereceived. The entry to record the purchase would be:

Dr. - Loans and Other
Obligations Purchased
(ACCE. NO. 714) oottt e e e e e e e nr e e e e ennes $100,000
Cr-Cash (ACCE. NO. 73L) oo e e e e et e e ena e e e anaee s $100,000
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Example (2). Assume that the same credit union purchased a group of loans that had a book value of
$100,000. The credit union had to purchase the loans for $110,000 because this was the existing market
value of the loans a the time. The difference between the book value of the loans and the price that was
paid is called the premium. No additional fees were paid or received. The loans had $1,050 of unpaid
(accrued interest) that was al so purchased:

Dr. - Loans and Other

Obligations Purchased

(ACCE. NO. 714) ettt et e e neen $100,000
Dr. - Purchased Accrued Interest

Recelvable on Loans

(ACCE. NO. 755) ciuieeiieeiie et see s e et e e te et eeneeenteesneeeneeenseens 1,050
Dr. - Premiums on Loans
Purchased (ACCE. NO. 714.1) ..oueieee e 10,000
Cr.-Cash (ACCE. NO. 73L) ...eeeiieecie ettt ettt e e e seenneas $111,050

Example (3). Assume another situation where the ZDK FCU purchased a group of loans that had a book
value of $100,000. Because market conditions were less favorable, the credit union only had to pay
$95,000 for the loans plus the accrued or unpaid interest to the date of sale of $900. No fees were paid; no
feeswerereceived. The difference between the book value and the amount paid for the loansis the
discount. The entry to record the transaction would be:

Dr. - Loans and Other

Obligations Purchased

(ACCE. NO. 714) oottt et e e ne e $100,000
Dr. - Purchased Accrued Interest

Receivable on Loans

(Aol o N (o T £ ) ISR 900
Cr.-Cash (ACCE. NO. 73L) ...ueeeiieiieeeeeee st e et st eeete et e e e teesseesneeenneens $95,900
Cr.-Discount on Loans Purchased

(oo T N[ T 7 ) ST $5,000

Generally, the selling institution or person retains a percentage ownership in the loans (i.e., 10 percent)
that are sold so that the original borrower continuesto pay his or her loans to the institutions from which
he or she borrowed the funds. The servicer charges the purchasing credit union afee for this service, the
terms of which are included in the sales agreement.
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Ilustration:

Assume the same facts as in Example #3 and that the credit union received from the servicer the first
monthly payment of $3,321 including interest on the group of loans. Average maturity for this group of
loans was 36 months. The entry to record the payment with a $30 servicing fee and interest rate of 1
percent per month on the unpaid loan balance would be:

Dr. - Cash (ACCL. NO. 731) ...cocviiieieeieieeee ettt $3,291
Dr. - Service Fees on Loans
Purchased (ACCE. NO. 287) ....oooiiiiiee e 30
Cr.-Purchased Accrued Interest
RecaiVable (ACCE. NO. 755) ....cveiuieieitieie st eee sttt sre e te e te e ste e sneeneesneenee e $900*
Cr.-Interest on Loans and Other
Obligations Purchased (ACCt. NO. 115) .......oiiiiiiiiie e 100*
Cr.-Loans and Other Obligations
(ACCE. INO. 714) oottt b et e bt et e ae e e e ene e 2,321

*nterest on loans consists of $900 of purchased accrued interest and $100 of additional income earned from the date of
purchase.

In addition to this entry, the purchasing credit union would amortize the discount on |oans purchased based
on theinterest method. This method isdiscussed in detail in Section 4050.4, Account No. 703.1.

Dr. - Discount on Loans
Purchased (ACCt. NO. 714.2)  ..ocvie et $138.89
Cr.-Interest on Loans and Other
Obligations Purchased
(oo T A o Tt ) SRR SR $138.89

Assuming a premium was paid, the following entry would be made:

Dr. - Interest on Loans and Other
Obligations Purchased

(Aol T N o T 1 ) USRS $277.78
Cr.-Premiums on Loans Purchased
(ACCL NO. 7ALL) oot e e e e e ente e e e snte e e e anneaeenes $277.78

6030.7.1.1 SUBSIDIARY RECORDS

A separate subsidiary record should be established for each individual loan purchased. Loansand Other
Obligations Purchased (Account No. 714) will serve as a control account for the balance of the purchased
loans outstanding. Each subsidiary ledger could betitled, “ L oans and Other Obligations Purchased” -
serviced by federal credit union, or

Association, etc., accompanied by asubaccount

number (i.e., 714.001, 714.002).
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The detail of the loan transaction payment is processed in accordance with regular posting procedures,
using the details of aremittance report as discussed in the next paragraph. Posting of paymentsto the
detailed subsidiary recordsincludes, as a matter of proof, comparing the balances of each subsidiary ledger
with their respective remittance report.

Remittance of paymentsis made at agreed times by the servicer(s) of the loan accounts. The form of the
remittance report to be agreed upon should contain all the information required for the processing needs of
both the purchaser and the seller. Figure 6-2 is an example of a*Detailed Report of Loans Serviced.”

6030.7.1.2 ESCROW ACCOUNTS

Processing of escrow accounts for taxes, insurance, and other chargesto be paid by the borrower will
normally remain the responsibility of the servicer, who handles these details on behalf of the purchaser.
Thus, no accounting isrequired of the purchasing credit union unless a borrower’ s escrow account be-
comes overdrawn and reimbursement to the servicer isrequested. If this situation occurs, the following
entry will be made, assuming the amount is $750:

Dr. - Advances for Taxes,
Insurance, and Other
Charges (ACCE. NO. 725) oottt snea e nne e $750
Cr-Cash (ACCL. NO. 73L) oottt e e e e e e a e e snreeeeenneee s $750

A detailed accounting of the charges must be maintained. Recovery of the chargeswill result in the
reversal of the aboveillustrative entry.

6030.7.2 LOANSSOLD (SERVICING RETAINED)

Assuming that the selling credit union will continue to service the loans, with only afew exceptions, the
administration, accounting, and control of the loans sold, will be the reverse of loans purchased. There are
two exceptionsto thisrule: one exception relates to the treatment of escrow funds collected from the
borrower; and the other exception concerns the relationship of loans sold to the other loansin the loan
ledger accounts and the disposition of the collections on these accounts.

With regard to escrow funds collected from the borrower for payment of property taxes, mortgage and
hazard insurance, and similar expenses that are the responsibility of the borrower, adifferent situation
exists as compared to when loans are purchased. When a sale is consummated, the funds collected by the
servicer, and those that were previoudy accumulated, remain the possession of the servicer, or the seller in
thisinstance, and are disbursed by the servicer.
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FIGURE 6-2: lllustration of a Completed Report of Loans Sold and Being Serviced
Detailed Report of Loans Serviced.
LOANS SERVICED BY ABC FEDERAL CREDIT UNION
AND SOLD TO
ZDK FEDERAL CREDIT UNION
(1) ) 3 4 ®) (6) (" (8) 9)
Acct. % Int. | Monthly Balance Misc. Balance
No. Name Rate | Payment | Last Report Interest | Payment| Charges| This Report
8495 E. J. Majors 12 $128.00 $8,800.00 $88.00 |$128.00 $8,760.00
8499 W. P. Barth 12 176.00 12,848.92 128.50 176.00 12,801.42
8507 Z. K. Jones 12 236.00 15,368.83 153.68 236.00 $20.75 | 15,307.26
8512 PW. Farth 12 190.00 10,915.86 109.16 190.00 35.00 |10,870.02
$479,336.10 | $2,396.70| $3,650.00| $557.50 |$478,640.30
Column 1: Account number of the reporting credit union or, if it is found desirable, the account number assigned
by the purchasing credit union or a number common to both the purchaser and the seller.
Column 2: Name of the borrower.
Column 3: Interest rate, usually shown in account number order; on larger reports, shown in account number
order by rate.
Column 4: Amount of the contractual payment.
Column 5: Last trial balance on the previous month’s report, in order to give continuity to the last report
submitted.
Column 6: Amount of interest posted to the loan and charged to the balance.
Column 7: Amount of the actual payment or payments. Any miscellaneous credits are also recorded in this
column.
Column 8. Charges from any source other than interest.
Column 9. Current trial balance of the loans at the end of the day on the date of the report.
Columns 5, 6, 7, 8 and 9 are totaled and should cross-foot by adding column 7 and subtracting columns 5,6 and 8
which should equal the column 9 total.

In regard to the relationship of loans to the other loans in the loan ledger accounts and the collections of
the payments on those accounts, the situation is different in a sale as compared to a purchase. After asale,
there are no further General Ledger Accounts for the principal balances of the loans, unless a percentage of
ownershipisretained. Alsoin thissituation, the accounting to the borrower remains the responsibility of
the salling credit union and posting to his account record continues under the same procedures as before

thesae.

Thetransactions at ateller’ swindow for loans sold will be intermingled with members’ regular loan
transactions. Whatever the circumstances, all payments collected for the loans (loan account ledgers) sold
must be segregated when balancing and summarizing cash receipts. The collectionswill be credited to

“Collections on Loans and Obligations Serviced (Account No. 862). In addition, the servicer will be

responsible for preparing the remittance report to the purchaser according to the terms of the service

contract.
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6030.7.2.1 LOANSSOLD AT A PREMIUM

If aloan issold at a premium, the excess will result in a profit to the selling credit union. Thiswill require
crediting the income accounts within the accounting period in which the sale was consummated. The
following entry illustratesthistype of sale:

Assumethat SMART Federal Credit Union sold $100,000 of Ralph Baker’s (credit unions member
borrower) new yacht loan of $110,000. The loan was a 12% loan computed according the US Rule and
had a maturity of 60 months. The $100,000 portion of the loan was sold to Brooks Federal Credit Union
for $102,000. Assume further that thereis half month’sinterest due at the time of the sale. The entry to
record this sale would be:

Dr. - Cash (ACCt. NO. 731) ...couiiieiiiieeieeeee e $102,500
Cr.-L0ans (ACCE. NO. 70L) ....c.ceiueiueeieiiesiesiesieeee e ee e ae e e e e e sre e tessaeaasseensesneennas $100,000
Cr.-Interest on Loans (ACCE. NO. 111) ..o e et e e e e neeeesnneeens 500

Cr.-Gainsor (Loss) on Sale of Loans
and Other Eligible Obligations
(ACCE. IND. 240) ..ttt ettt b e bt ae b e e nr e n e 2,000

If the above loan would have been aloan purchased from another credit union (subsequently sold to
Brooks Federal Credit Union), any credits that were the result of the original purchase would also haveto
be charged (debited) or credited to “Gain or (Loss) on Sale of Loans and Other Eligible Obligations
Purchased” (Account No. 140), thereby adjusting the profit on the sale.

6030.7.2.2 LOANSSOLD AT A DISCOUNT

If loans are sold at adiscount (sale priceisless than the book’ s loan balances), and there are unamortized
discounts or acquisition fees applicable to the sold |oans, the entry to record the sale would be asfollows:

FIGURE 6-3: lllustration of a Completed Summary Report of Loans
Sold and Being Serviced
Summary Report of Loans Serviced
Sale By
SMART Federal Credit Union
TO
Brooks Federal Credit Union
DATE: As of

Total Payments $ 3,650.50
Less Miscellaneous Charges 557.00
Net Collections Loans Serviced $ 3,093.50
Less Service Fee 125.00
Proceeds to Purchaser $ 2,968.50

6-30



FIGURE 6-4: lllustration of a Completed Summary Report of Loans
Sold and Being Serviced

Summary Report of Loans Participations
ABC Federal Credit Union
Sale of Participation Loans to
XYZ Federal Credit Union
As of December 31, 19X1
Total Payment $ 3,650.00
Less Interest 2,396.70
Less Miscellaneous
Charges 557.50
Principal Reduction $ 695.80
50% to Purchaser $347.90
Interest Charged $2,396.70
50 % to Purchaser 1,198.35
Less Service Charge per
Agreement 99.87
Net interest 1,098.48
Total Remittance $1,446.38

Assume the same example asin Section 6030.7.2.1, except that the $100,000 portion of the $110,000
yacht loan was sold for $95,000 and that the loan has $3,000 of unamortized discount purchased appli-
cable to the $100,000 portion:

Dr. - Cash (ACCL. NO. 731) ...ccoviiieiieeeesie e see e sae e e $95,500
Dr. - Discount on Loans
Purchased (ACCE. NO. 714.2) ..oc.eoeeeiee e 3,000

Dr. - Gain or (Loss) on Sale of
Loans and Other Eligible

Obligations (Acct. NO. 140) ......cooiieeiiieiiee e 2,000
(@ o7z 9 X X olox A0\ Lo {01 ) P $100,000
Cr.-Interest on Loans (ACCE. NO. 111).......uuiiiiiiieieiiiiiiiee e e e e e e e e 500

If, in either of these examples, there isinterest that is collected but unearned at the time of the sale, the
sale entry must include a debit to “Interest on Loans,” (Account No. 111). There may be both accrued and
precollected interest in agroup of loans that are sold. When this occurs the interest column on the sale
schedule needs to be footed to a net figure so that it will appear as either adebit or credit to “Interest on
Loans,” (Account No. 111).

Escrow balances on the loans sold are transferred from “ Advances for Taxes and Insurance,” (Account No.
725) to “ Advance Payments by Borrowers for Taxes and Insurance on Serviced Loans,” (Account No.
797). Escrow payments collected and disbursements for charges to these accounts are processed the same
as before the sale.
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Posting procedures for the individual loan accounts are also the same as before the sale. At the time of the
sale, amemorandum control account should be set up to reflect and control the total balances of these
accounts. Thiscontrol isnot part of the General Ledger Accounts. The individual loan subsidiaries are
segregated in the file for the purposes of reporting collectionsto the purchaser of the accounts.

When the required report is prepared for the purchaser, the total collections must agree with “ Collections
on Loans and Other Obligations Serviced,” (Account No. 862) where the |oan payments were recorded as
being received. The ending balances on the report must agree with the balance in the memorandum
control account.

Another exception to the fact that a sale istreated like a purchase, is that the servicer isresponsible for
preparing the remittance report that is sent to the purchaser. The form and details of reporting are deter-
mined from the service contract. Reporting facilities of the servicer aswell as the needs of the purchaser
will determine the specific form of the report. Figure 6-2 illustrated this report earlier in this section.
Figure 6-3 is an example of a Summary Report of Loans Serviced. An example entry showing payments
to the purchasing credit union is also provided.

Illustrative Entry:

Dr. - Collection on Loans and
Other Obligations Serviced

(ACCE. NO. 862) ..c.veeeeeeeeeeiteeeiieesieesteeseeenteestee e sseeeaeesseesseesneeeseens $3,093.50
Cr.-Service Income on Loans and

Other Obligations (ACCt. NO. 160) ......cceriueruirierieiieseseese e seeee e eeesreeeesreeeesseeseenns $125.00
Cr.-Cash (ACCL NO. 73L) ...eeeieieeeeeie ettt st et e st e sseeenaeenteesneesnanenseens 2,968.50

6030.8 PARTICIPATION LOANS

The primary difference between purchasing and selling participation loansis that in the participations,

title to the loans does not normally transfer to the purchaser. The seller retainstitle to the accounts and
sellsonly a part interest in the loans to the purchaser. The seller continues to account for the loan pay-
ments and the borrower is not informed of any change in ownership of hisloan.

The purchasing credit union’s records consist only of the origina listing of loans, the sale agreement, and
the subsequent remittance reports from the seller. Detailed ledger records are not established.

The original listing of loans, the sales agreement, and the remittance reports should contain any needed

information asto balances or loan payment status on individual loans. The original listing should also
include arecord of any accrued interest and/or interest that is precollected.
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A separate control account is established for each participation package and the total balances of each
control account must agree with “Loan Participations Purchased,” (Account No. 715). The control account
isthe same as an Individual Loan Ledger and is posted in the same manner as when aremittanceis
received from a seller for aregular loan purchased by the credit union. A normal entry evidencing aloan
participation purchase would be:

Dr. - Loan Participations

Purchased (ACCt. NO. 715) ....covviieiieee e $10,000
Dr. - Accrued Interest on Loan
Parti cipations Purchased
(ACCL. NO. 780) ...ttt 200
Cr.-Cash (ACCE. NO. 73L) ...eouieiiiiieie sttt sttt et nesae e $10,200

A detailed report for such a purchase is the same as shown for Figure 6-2. Settlement remittance for
receipts on participation loans by the seller will be made in accordance with the participation agreement.
The separation of interest from principal isillustrated in Figure 6-4.

The Journal and Cash Record entry for the above remittance that is collected by the seller would be:

Dr. -Cash (ACCt. NO. 731) ....eoiuiriiiieie e $1,446.38
Dr. - Service Feeson Loans
Purchased (ACCt. NO. 287) ....ooviieieecee e 99.87
Cr.-Loans Participation
Purchased (ACCL. NO. 715) .....ccviieiieie et ns $347.90
Cr.-Interest on Loans Participations
Purchased (ACCE. NO. 116) ....ccccoiuiriiriieienieeee ettt 1,198.35

6030.9 LOAN PARTICIPATIONSSOLD

Credit unions may experience a situation where their loan demand will exceed the inflow of share deposit
and certificate purchases, and as a result a liquidity management problem arises.

A means of resolving part or all of the problem is to generate additional funds for loans by selling a
partia interest on loansto other credit unions or other financial institutions or individuals. These partici-
pation loans are generally sold at par (amount equal to unpaid for a specified rate of return (yield rate) to
the purchaser.

A servicing agreement may be part of the sale agreement and the selling federal credit union might
charge aservicing fee (i.e., /2 of 1 % or 1/4 of 1 % of the unpaid balances) to reimburse the credit union
for the costs involved in servicing the loans.

There is no change in accounting for the sale of the loans, except that the loan accounts must be identified
and shifted to a separate section of the Individual Loan Ledger (manual or computer) files. A transfer is
then made from “Loansto Members,” (Account Nos. 701-709) to “L oan Participations Sold,” (Account No
716).
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Reporting procedures are accomplished by copying the transaction from the respective Individual Loan
Ledger to the remittance reports for the timeframes established in the participating agreement. Transac-
tionswith the participating purchaser are reflected in the Liability Account No. 716.1, “L oan Participations
Sold” (contraaccount). A transfer of the accountsis then recorded in the Journal and Cash Record as
follows:

Dr. - Loan Participations Sold
(ACCE. NO. 716) ..ceeeeieeciie ettt enea e $100,000
Cr.-Loansto Members
oo o N (o 0 (0 ) S $100,000

When the proceeds of the sale are received by the credit union, they would be recorded as follows:

Dr. - Cash (ACCL. NO. 731) ...eevuicieieceerie e $100,000
Cr.-Loans Participation
Sold (Contra Account
(ACCE. IND. 116) ..ottt et sb et ae e b e aeenr e e $100,000

When the member makes the first payment to the selling credit union:

Dr. - Cash (ACCt. NO. 731) .eeeieeiieeieeiee e $3,650.00
Cr.-Interest on Loans
(ACCE. NO. I1TL) it n e e e e s $2,396.70
Cr.-Other Miscellaneous
INCOME (ACCE. L5L) ..ottt et e et e e st e e et e e smte e e snteeeneeesneeeennneeans 557.50
Cr.-Loans Participation
SOIA (ACCE. NO. 716) ...ttt r e r e sneesneennneens 695.80

The Journal and Cash Record entry to record the payment of a participation remittance received by the
ABC Federal Credit Union in Figure 6-3 would be:

Dr. - Loan Participations
Sold (Contra Account)
(ACCE. NO. 716.1) .o $347.90
Dr. - Interest On Loans
(ACCE. NO. 111) i 1,198.35
Cr.-Service Income on Loans
Sold and Participations
(xS Lo Tt I ) S $99.87
Cr.-Cash (ACCL. NO. 73L) ....ooiieeiieiieeee et nne e 1,446.38

When the posting is completed, the balance in the above contra account must reflect the required participa-
tion ratio when compared to the Individual Loan Ledger balances for the loan control account and also the
report schedule (50% in Figure 6-4). The ending loan balances in the report should also balance to the
loans control account.
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6030.10 GAINSAND LOSSESON THE SALE OF PARTICIPATIONS
Even though participation loans are generally sold at par, again or loss on the sale may result and must be
recognized at the time of sale. When the contract rate of loans sold differs from the yield rate to be paid to
the purchaser, there will be again or loss on the sale.
6030.10.1 DETERMINING THE GAINORLOSS
To determine the gain or loss on the sale of participating interest on loans, two computations are required:
a) Computation of the grossgain or loss; and
b) Computation of the discounts of the grossgain or lossto its present value.
The grossgain or lossis the difference between the selling price and the credit union’s cost basis of the
participating interest that it sold. “Selling price,” as used here, is the same as market price. Thiswould be
defined asthat price which would have to be paid in the market to obtain adesired yield.
When the purchaser’ s desired yield is more than the selling credit union’ s contract rate, the credit union
usually hasaloss. If the purchaser’s desired yield isless than the contracted interest rate, the credit union
hasagain. Thisdifferencein interest isthe gain or loss when discounted to present value.
The examples below illustrate the computation of again or aloss. Assume the following facts:
Example #1 (Loss)
CBA Federa Credit Union has $4,000,000 of loans of which it wantsto sell a50% interest to ZY X
Federal Credit Union. The note's contractsrate is 12% (US Rule). Theinterest rate to be paid to the

purchaser is 14% (US Rule). The remaining contractual life of the loans sold is 10 years. Assume further
that the market priceis 91-1/2.

Market Value of Loans Sold 91-1/2%

Par Value of Loans Sold 100%

Discount 8-1/2%

Participating | nterest Sold $2,000,000

Times Discount X 8 1/2%

Loss $170,000
Example #2 (Gain)

Assume the same facts in Example #1 except that the market value was 108 1/2 and the contract rate was
12% and the yield to be paid to the purchaser was 11 %. The gain would be $170,000, computed by
multiplying 8.5% times $2,000,000.
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6030.10.2 DETERMINATION OF MARKET PRICES

The market prices of loans can often be determined by refining to published prices or sales of comparable
loans. In many cases, however, it is not possible to obtain market pricesin this manner.

When they are not available, an imputed market price must be mathematically computed. The most
practical method of determining the unpaved market priceisto refer to yield tablesfor monthly payment
loans that can be purchased from various statistical research publishing firms.

6030.10.3 DISCOUNTING THE GROSSGAIN ORLOSS

Thegrossgain or lossis discounted to present val ue because the selling credit union does not receive (or
pays) the difference in interest (between the contract rate or the yield rate) at the time of the sdle. Instead,
the credit union receives (or pays) the interest differential over the remaining life of the loans in which the
participating interests are sold. This occurs because the credit union collectsinterest from the borrower at
the contract (note' s) rate and remits periodically (usually monthly) to the purchaser at the yield rate.

When the credit union experiences again on such asale, it does not have use of all of the funds resulting
from it, since the credit union receives a portion of the gain as the premium is amortized (usually
monthly).

In the case of aloss (when the contract rate isless than the yield rate), the reverse situation occurs. The
credit union has received and is using the funds that will eventually be paid to the purchaser asthe
discount is amortized over the remaining life of the loans.

Thusin both situations, the gross gain or loss should be discounted to present value to recognize that the
cash received, at the time of sale, is not the true selling price.

Using example #2 in Section 6030.10.1, the true selling price was actually $2,170,000. However, at the
time of the sale of the credit union only receives $2,000,000. The remaining $170,000 win be paid to the
credit union in the form of excessinterest as the premium is amortized.

While the credit union will be collecting interest from the borrower at 12%, it will be remitting to the
purchaser at 11 %. This 1% differential represents the remaining selling price to be recovered by the
credit union. Since the credit union does not have these funds, recognition should be given to this fact by
discounting the $170,000 to present value.

In order to discount the gross gain or loss to present value, arate of interest to use in the discounting
computation must be determined. The best approximation of this rate will be therate at which the sale’s
proceeds can be reinvested. If the rate selected is the same as the yield to be paid to the purchaser, the
gross gain or loss on the sale will remain unchanged. If the rate is not the same, the present value compu-
tation must be made.
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Assumethefollowing example:
Example #1 (Loss)

ABC Federal Credit Union has $200,000 of loans of which it wantsto sell a50% interest to CBE Federal
Credit Union. Therate or contract rateis 7 1/2% (US Rule). Therate (yield) to be paid to the purchaser
is8 1/2%. The average remaining contractual life of the loans sold is 240 months while the average
remaining life of the loans sold is 60 months.

The ABC FCU' s expected rate of return from the funds it receives from the proceeds of the sale is 9%.
Servicing costs will be 1/4%. Theyield specified in the participation sales agreement was 8-1/4%.
Assume that the discount was 4% on the sale (or the loan interest was sold at 96 and the discount totaled
$4,000). Using thisinformation the discounted value of the gross loss is computed as follows:

a Credit Union’s Expected Rate of

Return 9%

Yield to Purchaser 8-1/2%

*Difference 1/2%

b. Gross Discount $4,000
C. Factor of 1/2% for average

remaining life of 60 months** = .9884

Discounted Gross L oss $3,954

*Yield per sales agreement +1/4% servicing costs.
**Derived by dividing the present value of $1 at
9% for 60 months (48.1733) by the present value
of $1 at 8 1/2% for 60 months (48.74118). This
results in the stated factor of .9884. Tables can
be prepared or purchased to provide this factor.

Example #2 (Gain)

Assume the same facts as in Example #1, above, except that the loan participation interest was sold at 104
or a apremium of 4%. The discounted gross gain would thus be computed in the same manner and
would be equal to $3,954.

6030.10.4 ADDITIONAL CONSIDERATION IN DISCOUNTING THE GROSSGAIN OR LOSS
In the foregoing examples, the facts were smply applied. from those that would be present in an actual
situation. First, loans of varying interest rates may be included in the package of loans in which partici-
pating interests are sold. When this occurs, an average contractual rate needs to be used.

The average interest rate may be determined by computing potential interest (contract rate times principal

balance) for each loan in the package. Thetotal potential interest isthen divided by the total principal
bal ances which results in the average contract interest rate.
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The same reasoning applies to the average recontractual life and estimated remaining life. The package
may consist of loans having varying remaining contractual lives and varying estimated remaining lives.

They are averaged using aweighted average method. This means that the principal balances of each loan
within the package must be multiplied by its remaining contractual life and estimated remaining life. The
sum of the total of each of these calculations must then be divided by the total principal balances. These
computationswill result in the average remaining contractual life and the average estimated remaining life.

The estimated remaining life of loans sold is avital factor in computing the gain or losson asale. The
estimated remaining life should be based on the credit union’s past experience with the type of loans being
sold. It ispossible that the average life on an FHA or VA loan may differ from the conventional loans
within the same credit union. All of these factors must be considered in determining the average estimated
remaining life, inclusive of mortgage market conditions.

6030.11 CREDIT UNIONSASSBA GUARANTEED LOAN ORIGINATORS

It has been determined by the SBA that federal credit unions are eligible to become participating SBA
lenders under Subsection 120.4(a) of the SBA Rulesand Regulations. Before an FCU can make loans
under the program an “ affirmative determination of eligibility” must be conducted by the district SBA
office.

Once this has been accomplished, aloan guarantee agreement can be entered into between the federal
credit union and the SBA. Additional information can be obtained at SBA field offices. A complete
listing of field officesisavailable by contacting the Administrator, Small Business Administration, Wash-
ington, DC 20416.

Loans originated to members under this program may be held by the credit union or the guaranteed
portion may be sold to secondary participants as provided for by the SBA. The sale of the loan would
also be subject to requirements of Section 701.23 of the National Credit Union Administration Rules and
Regulations (purchase, sale and pledge of eligible obligations). Accounting requirements or transactions
of this nature are discussed and outlined in Section 6030.7.

6030.12 SALEOFASSETSOTHER THANLOANSINVOLVING ANOTEASPAYMENT

In this section thus far, loans have been used in the computations. The same accounting theory and
practice would apply to other assets, particularly when an asset, such as a computer, would be sold and
paid for by the buyer with a note to the credit union plus cash. The interest rate method of computing
interest should be used.
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Ilustration

On January 1, 19X0, HEM FCU sells acomputer to RAM FCU which originally cost $600,000. It has
total depreciation of $300,000. RAM FCU gave HEM FCU a noninterest bearing note of $400,000 in
payment. The note was payable 3 yearslater. Assume that current interest rate for the first and second
year would be as illustrated below:

January 1, 19XO0.

Dr. - Notes and Contracts
Receivable (ACCt. NO. 711) ....ccevvveieiieieceee e $400,000
Dr. - Allowance for Depreciation
of Furniture and Equipment
(ACCL. NO. 775) . 300,000
Cr.-Furniture and Equipment
(ACCE INO. 774) oottt st e s te e sneeaesseenaenneennens $600,000
Cr.-Gain (Loss) on Deposition
OF ASSELS (ACCE. NO. 430) ...eeiieiee ettt e et e st e e sneeeeneeeeaneeeens 17,532
Cr.-Unamortized Discount on Sale
Of ASSELS (ACCE. NO. 886) ....cooeeieiniiieieiee ettt ettt e e e aeeeeneeens 82,468

Computation of Gain or Loss on Disposition

Step #1 Present value factor
Note X for 8% for 3 periods = $317,532
$400,000 X .79383
Unamortized
Step #2 Note - Discount Present Value = Discount
$400,000 - $317,532 $82,468

Step #3:  Compute resulting Gain or Loss $400,00-($600,000 - $300,000)-$82,468 = $17,532
Computation and Recording of Interest Income December 31, 19x0:

Step #1:

Discounted PV x Current Interest Rate = Interest Income.

$317,532 x 8% = $25,402.56
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Step #2 Entry:

Dr. - Unamortized Discount on

Sale of ASSetS (ACCE. NO. 886)  ...ocveeereeciecsee e $25,402.56
Cr.-Other Nonoperating
INncome (ACCE. NO. 440)  .ooieeie ettt e ettt nneas $25,402.56

December 31, 19X1:

Step#1:  Discounted Present Value of Note, 12/31/x0, + Discount Amortization, 12/31/x0, x Current
Interest Rate at Time of Sale = Interest Income

$317,532 + $25,402.56 = $342.934.56 x 8% = $27,434.76

Step#2:  Entry:
Dr. - Unamortized Discount on
Sale of AsSatS (ACCE. NO. 886)  ..oocveeviieciieesiee et $27,434.76
Cr.-Other Nonoperating
INcome (ACCt. NO. 440)  .ooiiiee et et e et et e e e ennees $27,434.76

6030.13 ACCOUNTING FOR PROFIT RECOGNITION ON SALESOF REAL ESTATE

A credit union’ s profit on areal estate loan should only beimmediately recognized when the following
two conditions exist:

a) collectibility of the sales price is reasonably assured or the amount that would be uncollectible can
be estimated; and

b) thecredit unionisno longer committed to performing additional acts subsequent to the sale.
Unless both conditions exist, recognition of all or part of the profits shall be postponed.

To recognize profit on the full accrual basis, all of the following conditions must be met:
a) A saeisconsummated.

b) Thebuyer'sinitial and continuing investments are adequate to demonstrate a commitment to pay
for the property.

c) Thesdler'sreceivableisnot subject to future subordination.

d) Thesdler hastransferred to the buyer the usual risks and rewards of ownership in atransaction and
does not have a substantial continuing involvement with the property.
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A sale must be consummated before profit can be recognized. Consummation consists of binding the
selling credit union and the purchaser to the terms of the sales contract, exchanging all consideration
(payment), arranging any permanent financing for which the seller is responsible, and completing all acts
that are subject to the sale. Generally, all of these acts are completed at the time of closing (upon settle-
ment) and not when the sales contract is completed.
The buyer’ sinitial investment should be adequate to ensure his commitment to pay for the property and
evidence areasonable likelihood that the seller will collect the receivable. Its adequacy shall be deter-
mined by its composition and its size compared with the sales value of the property. It shall include:

a) cash paid asadown payment,

b) thebuyer’snotes supported by irrevocable letters of credit from an independent lending institution,

c) paymentsto third partiesto reduce existing indebtedness on the property, and

d) other amounts paid that are part of the sales value.
Theinitial investment shall not include:

a) payments made by the buyer to third parties for improvements to the property,

b) apermanent loan commitment by an independent third party to replace aloan made by the seller,

¢) any fundsthat have been or will be loaned, refunded, or directly or indirectly provided to the buyer
by the seller or loans guaranteed or collateralized by the seller for the buyer.

A table of minimum initial investment expressed as a percentage of sales value as represented in FA S66,
paragraph 54 is provided in Figure 6-5.

To evidence a continuing investment, the buyer must be contractually required to pay annually an amount
at least equal to the level annual payment that would be needed to pay that debt and interest on the unpaid
bal ance over no more than 20 yearsfor land and the customary mortgage term by an independent estab-
lished lending institution for other real estate.

Therestriction on future subordination shall not apply under either of two conditions:
a) areceivableissubordinate to afirst mortgage on the property existing at the time of sale, or

b) afutureloan, including an existing permanent loan commitment, is provided for by the terms of the
sale and the purchase of the loan will be applied first to the payment of the seller’ s receivable.
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FIGURE 6-5

Minimum Initial
Investment Expressed
as a Percentage

of Sales Value

Land
Held for commercial, industrial, or residential development to
commence within two years after sale 20
Held for commercial, industrial, or residential development to
commence after two years 25

Commercial and Industrial Property
Office and industrial buildings, shopping centers, and so forth:
Properties subject to lease on a long-term lease basis to
parties with satisfaction credit rating; cash flow currently

sufficient to service all indebtedness 10
Single-tenancy properties sold to a buyer with a satisfactory

credity rating 15
All other 20

Other income-producing properties (hotels, motels, marinas,
mobile home parks, and so forth):
Cash flow currently sufficient to service all indebtedness 15
Start-up situtations or current deficiencies in cash flow 25
Multifamily Residential Property
Primary residence:

Cash flow currenctly sufficient to service all indebtedness 10

Start-up situtations or current deficiencies in cash flow 15
Secondary or recreational residence:

Cash flow currently sufficient to service all indebtdness 15

Start-up situations or current deficiencies in cash flow 25

Single-Family Residential Property (including condominium or
cooperative housing)
Primary residence of the buyer 52
Secondary or recreational residence 102

Examples of forms of involvement that result in retention of substantial risks or rewards by the seller
include:

a) seller’sobligation or option to repurchase the property,

b) theseller isageneral partner in alimited partnership that acquires an interest in the property sold
and holds areceivable from the buyer for a significant part of the sales price,
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c) thesdler guaranteesthe returnin whole or in part of the buyer’sinvestment,

d) thesdlerisrequiredtoinitiate or support operationsor continue to operate the property at its own
risk for aperiod of time, the transaction is merely an option to purchase,

e) thesdeisonly apartial sae,

f) the seller seesimprovements and leases the underlying land,

g) thesaeof the property is accompanied by aleaseback to the seller, etc.

SFAS No. 66 requiresthat if the seller has some continuing involvement with the property and does not
transfer substantially all of the risks and rewards of ownership, profit should be recognized by a method
determined by the nature and extent of the seller’s continuing involvement. Generally, if the amount of a
seller’ sloss of profit islimited because of continued involvement by the terms of the sales contract, profit
should be recognized at the time of sale. The profit recognized must be reduced by the maximum expo-
suretoloss.

6030.14 METHODSOF RECOGNIZING PROFIT ON THE SALE OF REAL ESTATE
The three methods of profit recognition on the sale of real estate are as follows:

a) Deposit Method: Postpones recognition of asale until asaleisrealized. Until a sale has been
recognized, the credit union records a receivable and not profit. The property is still recorded as
though the credit union owned it. Cash received isrecorded only as a deposit liability (Accounts
Payable).

b) Cost Recovery Method: Accountsfor all cash received as arecovery of cost. No profit isrecog-
nized, until the cost of the property has been collected. Thereafter, all collections are accounted
for as profit is received.

¢) Installment Method: Apportions each cash payment received between the recovered cost and the
profit to be recognized in the same ratio as cost and profit are assumed to constitute sales price. A
sales contract isnot asale, for accounting purposes, if the credit union retains the risks of owner-
ship.

For example, if the credit union agrees to or has an obligation to repurchase the property at a specified
date, the transaction, in substance, isnot asale. Nor isit asaeif the buyer can cause the seller (credit
union) to repurchase the property, or if the credit union guarantees the return of the buyer’ sinvestments.
“No saleisrecognized if the transaction isin substance afinancing, leasing, or profit-sharing arrange-
ment.”

6040 MORTGAGE BANKING ACTIVITIES

A credit union acts in the capacity of a mortgage banker and engages in mortgage banking activities when
it: (a) originates or acquires mortgage loansfor sale to permanent investors and (b) subsequently provides
long-term servicing of the loans. See Section 6030 of this manual for a discussion on the purchase and
sale of eligible member obligationsincluding mortgage loans.
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Mortgage |oans and mortgage-backed securities held for sale should be reported at the lower of cost or
market value on the credit union’sfinancial statements. The amount by which cost exceeds market should
be accounted for as a valuation allowance and changesin the valuation allowance should be included in
the determination of net income for the period in which the changes occurs.

Purchase discounts on mortgage loans and mortgage-backed securities should not be amortized as interest
revenue during the period the loans or securities are held for sale. On the financial statements, a credit
union should distinguish between (a) mortgage loans and mortgage-backed securities held for sale and (b)
mortgage loans and mortgage-backed securities held for long-term investment.

6040.1 LONG-TERM SERVICING

6040.1.1 DEFINITIONS

Current (normal) servicing feerate. A servicing feerate that is representative of the servicing fee rates
most commonly used in comparable servicing agreements covering similar types of loans. Determination
of the normal servicing rate typically requires consideration of customary rates in the secondary market.

Net servicing income. The estimated future servicing revenue less the expected future servicing costs;
comparison based on present value analysis.

Servicing. Servicing includes collecting monthly payments, forwarding payments and rel ated accounting
reportsto investors, collecting escrow deposits, and paying necessary taxes and insurance from escrow
funds.

Servicing rights. When loans are sold, the seller often retains the right to service the loans for the buyer
for afee. When these servicing fees exceed the cost of performing the servicing functions, the servicing
rights have economic value (an intangible asset). Because of this value, servicing rights are frequently
purchased and sold.

6040.1.2 SERVICINGINTERNALLY GENERATED LOANS

Servicing rights for internally generated loans are recorded as a separate asset even if the underlying loans
are sold to an investor. If the servicing fee stated in the sales agreement differs materially from the current
(normal) servicing fee rate, the sales price should be adjusted so that servicing incomeis properly recog-
nized in subsequent years. The adjustment is the difference between the actual selling price and the
estimated selling price if anormal servicing rate were specified. The difference isrecognized as an
adjustment to the gain or losson the sale. Additionally, if normal servicing fees are expected to be less
than estimated servicing costs, aloss on servicing should be accrued at the time of sale.
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Illustrative Entries

a) Creditunion sells $450,000 of member loans for $475,000 cash. The credit union agreesto
continue servicing the loans for twice the normal servicing feerate. If the credit union had con-
sented to service the loan for the normal servicing fee rate, the selling price would have been
$500,000. The gain on the saleis computed as follows:

Actual SEIlINGPrICE ..ot $475,000
Principal balance of [0anNSSold ...........cccoviiiiiiiiie e 450,000
LR I = SRS $25,000
Adjusted selling price (Normal fee) .......covceveier i $500,000
Actual selling price (EXCESS SEIVICING) «.eevvereieieeeiiee e 475,000
EXCeSS SerVICiNg adjUSIMENE ......cooveieieiee ettt e e seee e 25,000
TOtal gAIN ON SAIE.....eiieeiecece et ae e re e $50,000
Dr. - Cash (ACCt. NO. 730) ....ccueeeerieeiesieeie e eee e ee et sre e $475,000
Dr. - Other Accrued Income
(ACCE. NO. 789) ...ttt 25,000
Cr.-L0oans (ACCE. NO. 701) .....oceeiueeeeiieeieseseeste e e e e ae e ste e ra e e saeeneees $450,000
Cr.-Gain on Sale of Loans
(ACCE. INO. 240) ..ttt ettt et e n e e ne e 50,000

b. Credit union sells $450,000 of member loans for $400,000 cash. The credit union agrees to
continue servicing the loans for twice the normal servicing fee rate. If the credit union had con-
sented to service the loan for the normal servicing fee rate, the selling price would have been
$425,000. The gain/loss on the sale is computed as follows:

Actual SElINGPrICE ..o $400,000
Principal balance of [0anNSSold ............ccoviiiiiiii e 450,000
[NITIAl 1OSS....eeveeeieiieceece ettt nas ($50,000)
Adjusted selling price (Normal fe€) .......coovereiiiiee e $425,000
Actual selling price (EXCESS SEIVICING) -.eoevvereiieerieie e 400,000
EXCesS Servicing adjUSIMENT .......oooeie it e e 25,000
B0 = 0TS o g T S ($25,000)
Dr. - Cash (ACCt. NO. 730) ...cooveeierieeieieeee e eee e sae e sea e e $400,000
Dr. - Losson Sale of Loans
(ACCE. NO. 140) ...t 25,000
Dr. - Other Accrued Income
(ACCL. NO. 789) ...t 25,000
Cr.-L0oans (ACCE. NO. 701) .....oeeeiueeieiieeieesieseeste e s e ee e e see e e ste e sseeneesaeeneenes $450,000
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In both examples, the total gain/loss on the sale includes the amount of excess servicing. The full amount
of the gain/lossis recognized at the time of sale so that servicing incomeis not distorted for the servicing
period.

c) Thecredit union’stotal servicingincome for agiven period is $1,000, of which half is determined
to excess servicing accounted for at the time of the sale. The following entry records the amount
of servicing income, reduced by the amount of excess servicing:

Dr. - Cash (ACCt. NO. 730) ....ccueeieieieiecieeie e sre e e $1,000
Cr. - Other Accrued Income
[N o B\ Lo T4 1 ) S $500
Cr. -Income from Loans
(2ot A AN T Tt ) S 500

6040.1.3 SERVICING PURCHASED LOANS

A credit union that acquires mortgage servicing rights (it isimpermissible for credit unionsto purchase
mortgage servicing rights without the underlying loans) and sells or securitizes those |loans while retaining
the serving rights, should allocate the total cost of the mortgage |oans between the servicing rights and the
loans (without the servicing rights). The allocation should be based on their relative fair valuesif it is
practicable to estimate those fair values. If the fair values of the mortgage servicing rights and the mort-
gage loans (without the servicing rights) cannot be estimated, the entire cost of purchasing or originating
the loans should be allocated to the mortgage loans, asis currently done.

A credit union should arrange its mortgage servicing rights that are capitalized based on one or more of the
predominant risk characteristics of the underlying loans, e.g., loan type, size, note rate, date of origination,
term, and geographic location. Impairment should be recognized through a valuation allowance for each
impaired category.

Illustrative Entries

Credit union purchases loans for $750,000 cash, including related servicing rights. The price without the
related servicing rights would have been $475,000. The loans were immediately sold to an outside
investor for $500,000. The present value of the net servicing income is estimated to be $300,000. The
value of the servicing rightsis computed asfollows:

Purchase price of loans

WIth SEIVICING ..o $750,000
Purchase price of loans
WILNOUL SEIVICING ..eeeeeieiiiiie e 475,000
Cost of SErVICiNG MGLS ....covecieecece e $275,000
Dr. - Loans (ACCt. NO. 701) ..cuevveeieeeesieseesieeee e seesie e sae e e $475,000
Dr. - Investment-Servicing Rights
(ACCE. NO. 470) ... 275,000
Cr.-Cash (ACCL. NO. 730) ...ceveeueeiieiesieeie sttt b e $750,000
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This entry records the acquisition of the loans and the servicing rights for cash. The value of the servicing
rightsis determined to be the difference between the purchase price of the loanswith and without servic-
ing. The servicing rights are recorded at the lower of cost or present value of net servicing income.
Dr. - Cash (ACCt. NO. 730) ...ccoveiueeiieieeieseesiesteeseeseesee e see e $500,000
Cr.-L0ans (ACCL. NO. 701) .....ooeeiuieieieeieseeie e ee e te e ae e e e e e e sseeaesseesesreennens $475,000

Cr.-Gain on Sdle of Loans
(oo B N [ Tt ) ST 25,000

This entry records the sale of the loans and recognizes the gain on the sale.

6050 CREDIT CARDS

Section 107(5)(B) of the Federal Credit Union Act givesthe board of directors of afederal credit union
the authority to implement a credit card lending program for the credit union members.

Some of the issues which the board will need to consider prior to making a decision include:
a) Do the membersdesirethistype of program and will they useit?
b) What are the economic costs of the program and can the credit union afford to provide the service?

c) Will the credit union establish its own program, participate with other credit unions or financial
ingtitutions in establishing a program, or join an existing program such as the national bank
programs, which may be directly affiliated with a bank or through another vendor (VISA, Master
Card, etc.)?

In addition to these general issues, the board of directors must be familiar with the provisions of Part
701.21 of the National Credit Union Administration Rules and Regulations, the provisions of Regulation
Z, and the operation of existing credit card systems. With this general background the board of directors
will have apoint from which to start in making an informed and realistic decision concerning the estab-
lishment of a credit card program.

Prior to implementing a credit card program, the board of directors should obtain awritten legal opinion
regarding the legal propriety of their credit card program.

A federal credit union may enter into an agency relationship with abank or other financia institution to
provide another financial institution’s credit cards to the credit union’s members provided:

a) Thefederal credit union’s management is free to make its own credit decision on each member’s
credit application.

6-47



b)

All loans or advances made to the federal credit union’s members under the credit card program
will be extended under the provisions of Section 107(5)(B) of the Federal Credit Union Act.

A federal credit union may issue credit cardsto its own members. The board may include, as part of its
credit card policy, apolicy where joint account owners, cosigners and nonmembers may be issued credit

cards,

a)
b)
c)
d)

€)

f)

Issuance of cardsto other than regular credit union members could occur only if:

The board policy permitsit;

The primary account holder (primary credit union member) desiresit;

The sponsoring member’ s request must bein writing;

The member’sline of credit account number must appear on the face of the credit card;

Theissuance of any additional cardsto amember or to other persons must comply with specific
written policies established by the board of directors; and

The member must be primarily liable to the issuing credit union for any nonmember (authorized
user) purchases or advances made pursuant to use of the credit card.

Within the limits of the Act and NCUA Rules and Regulations, the board of directors will establish
written loan policies for line of credit loans.

Each line of credit loan will be evidenced by an agreement which will contain, incorporate by reference, or
providefor at |east the following:

a)
b)

c)

d)
€)

f)

9)
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The borrower’ s credit limit or maximum amount of principal available under the agreement;
The schedule of payments required to repay the loan;

The interest rate or rates, not exceeding the maximum rate, inclusive of all service charges,
allowed by the Act;

The borrower’ s promise to repay;
The repayment of any amount outstanding, prior to maturity, without penalty;

Other conditions established by the board of directors necessary to protect the credit union and
comply with applicable Federa and State laws and regul ations; and

That the credit committee or |oan officer may terminate the agreement under the following condi-
tions:

1) Upon adverse reevaluation of the borrower’ s creditworthiness.

2) Upon failure of the borrower to satisfy the terms of the agreement.



3) At the option of the borrower or the credit union with good cause.

The termination of aline of credit agreement by the credit union will be given by written notice and will
bein accordance with the Equal Credit Opportunity Act and Regulation B.

The board of directors may, as part of their policy, require areview of the members’ loan fileson a
periodic basis (i.e., every 36 months, or other period) to determine the continuing creditworthiness of the
members.

Thereview will be completed by obtaining current information to reassess the member’ s creditworthiness
and the date of the review will be documented in the member’ s loan file.

A reapplication by the member and approval by the credit committee should be required when the
member’s credit limit isincreased, or when the terms of payment are extended beyond the terms of the
original agreement.
Liquidity Considerations
The credit union’ sliquidity status, in relation to extending loans approved under line of credit agreements,
should be reviewed by the board of directors each month. This review should be documented by recording
the following information, as of the previous month end, in the board of directors minutes:

a) The number and amount of outstanding balances under al line of credit agreements;

b) The aggregate amount of credit approved under line of credit agreements; and

¢) Thetota amount of loans advanced and the total amount of loans repaid under line of credit
agreements for the previous month.

Thismonthly review will enable the board of directorsto monitor the credit union’sliquidity needs and
minimize the likelihood of the contingent liabilities exceeding the credit union’s available liquid assets.

The board of directors should establish a policy for control of advances disbursed under a line of credit
agreement which exceed the borrower’s credit limit.

Regulation Z, Truth-in-Lending Act

The credit union must comply with the provisions of Regulation Z when any open-end credit planis
offered to members. Thisincludes credit card plans.

Sections 226.5 through 226.16 of Regulation Z pertain to open-end credit, including sections on periodic
statements, billing error resolution procedures and a special credit card provisions section. The Board of
Directors should be knowledgeabl e of the requirements of this regulation if acredit card or other open-end
planisoffered.
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Regulation E, Electronic Funds Transfer Act

Certain provisions of Regulation E apply when a credit card is used to initiate an el ectronic funds transfer.
If the credit union issues credit cards which can be used to obtain cash advancesfrom an ATM (automatic
teller machine), the credit union will need to comply with Regulation E.

6050.1 INTEREST COMPUTATION

Each federal credit union must determine that the computation used for determining the interest due at
each billing date for a credit card program does not exceed the maximum interest rate permitted by the
Federal Credit Union Act. The following factors need to be considered in determining the propriety of the
amount of interest charged to the member:

a) Interest must be calculated on the unpaid principal balance after credit is given for all payments
and adjustments during the beginning period. The adjusted balance and average daily balance
methods of interest computation may be used. The previous statement of account balance method
of interest computation isnot allowed.

b) When included with interest charges, fees such as cash advance fees, fees assessed when any
balance is outstanding, or other feesrelated to the extension of credit, may not exceed the maxi-
mum rate of interest permitted by the Federal Credit Union Act. Fees not included for the purposes
of the usury limit would be an annual card fee, the initial card issuance fee, annual high balance
fees (over the credit limit fees), or charges which are assets whether or not the card is used to
obtain credit. (Reference Section 226.4 of Regulation Z for descriptions of finance charges and
charges which are excluded from the finance charge.)

c) Interest may not begin to accrue prior to the date of a cash advance or the date of purchase if
posted (debited) to the member’ s account.

d) The board of directors may establish areasonable grace period not exceeding 30 days and waive
interest charges accruing from the beginning date (date hill is prepared) to the date payment is
posted (debited) to the member’ s account.

€) A fee may be assessed against a member if the member exceeds the approved line of credit
(referred to as annua high balance fee).
6050.2  ACCOUNTING AND OPERATIONAL POLICY
For the most part, the same instructions concerning closed-end loans are still appropriate when dealing
with a credit card program; however, the following modifications in the accounting and operational policy
are necessary:
a) “Linesof Credit to Members-Credit Cards,” (Account No. 702.6) should include all outstanding

bal ances advanced under line of credit agreements. Additional segregation’s of this account may
be used for credit card accounts.
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b) “Interest on Linesof Credit,” (Account No. 112) should be used to record interest received on
outstanding line of credit balances.

c) “Deferred Credits-Credit Card Commitments,” (Account No. 884): Feeswhich are periodically
collected from cardholders, such as annual credit card fees, should be recorded as deferred credits
and amortized over the period to which they apply.

Account No. 884, “Defended Credits-Credit Card Commitments”’, should be used to record the
deferred fee income; the fees should be amortized through Account No. 162, “ Service Income on
Credit Card Loans’. (Refer to illustrative entries in Section 4050 of this Manual, Account No.
884.)

d) Appropriate expensesincurred in the operation of acredit card program need to be charged to
“Credit Card Program Expenses,” (Account No. 286). Any interchange fees received should be
recorded under “ Credit Card Interchange Income,” (Account No. 152).

€) Theaggregate total of credit limits approved for members should be noted on the Statement of
Financial Condition, Form FCU 109A, as a contingent liability at the end of the month.

f) Delinquency for line of credit loans is computed on a contractual basis by comparing the amount of
the minimum payment billed to the amount paid by the member prior to the next billing statement.
Any portion of abilled minimum payment which is not paid by the next billing period will cause
the unpaid balance to be considered delinquent.

Payments received on delinquent accounts should be applied to delinquent minimum payments
starting with the oldest delinquent payment. If payment of a delinguent minimum payment is not
received by the third beginning date, the unpaid balance is considered to be 2 months delinquent.
In no case should payment in excess of the minimum payment cause the account to be paid ahead
or reduce the amount of subsequent required monthly payments.

g) Form FCU 118, Schedule of Delinquent Loans, may also be used as a substitute to report delin-
guent account activity for lines of credit. The form can be modified by retitling column (3) to
“Approved Credit Limit,” column (4) to “ Amount of Paymentsin Arrears,” and the identification
heading for columns (5) through (8) to “Unpaid Balances of Delinquent Line of Credit.” Four
categories of delinquent line of credit balances should be reported in columns (5) through (8)
including “I to less than 2 months,” “2 to less than 6 months...... 6 to less than 12 months,” and “
12 months and over.” The date of last payment can be reported in column (9). Forms FCU 118 or
118 LC are completed for line of credit loans as of the monthly billing date or at the end of each
month. Substitute forms may be used if the information included on modified Form FCU 118 LC
isprovided.

It is recommended that federal credit unions establishing credit card programs limit payment
schedulesto 3 yearsin order to assimilate that sufficient turnover of funds occursto provide
liquidity. Credit limits established and amembers' ability to repay should be carefully reviewed to
determine each credit(ht union’ s ability to meet the demands placed upon it by its members.
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In most cases, credit unions which intend to offer a credit card program will utilize one of the
existing bank programs, e.g., VISA, Master Card, etc. Generally, these existing programs use the
“batch system” concept in maintaining the records of member credit card transactions. In a“batch
system” program the data processor maintains the member’ s account activity and periodically, e.g.,
weekly, submits thisinformation to the credit union for entry onitsrecords. Adjustmentsthat may
be needed should be recorded in an in-process account which should be reconciled monthly. The
accounting entries listed below are recorded in the “ Miscellaneous’ columns of the Journal and
Cash Record (Form FCU 101).

Accounts used relating to credit card programs:

Account No. Title

112.0 Interest on Lines of Credit

152.0 Credit Card Interchange Income

162.0 Service Income on Credit Card Loans

286.0 Credit Card Program Expenses

702.4 Lines of Credit-Cash Advancesin Process

702.6 Lines of Credit to Members-Credit Cards

783.0 Accrued Credit Card Income

730 or 740 Settlement Account (as described in Section 6050.3.1 Series)
802.1 Credit Card Payments in Process

802.2 Credit Card Adjustmentsin Process

802.3 Credit Card Chargebacks in Process

884.0 Deferred Credits-Credit Card Commitment Fees

6050.3 ACCOUNTING FOR CREDIT CARD TRANSACTIONS

Monetary activity affecting credit union member cardholder account balances can be originated either by
the credit union or by other merchants or financial institutions that participate in the credit card program
The credit union’s General Ledger accounting entries have to take into account both in-process items
submitted by the credit union and the processor’ s posting from other sources.

The credit union’s employees forward batches of cash advances, adjustments or payments. The batch
total dollar amounts for each type of input are placed into an in-process account called “Lines of Credit
Cash Advancesin Process,” (Account No. 702.4). When they are posted to the cardholder’ s account, the
amounts are transferred from this in-process account to “Lines of Credit to Members-Credit Cards,”
(Account No. 702.6). Processor rejects are sold back to the credit union.
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This in-process accounting involves suspending all credit union monetary input until the processor’s
reports are received and showing either posting or rejection of the input. It aso considers the accrual of
interest billed and the applying of payments received to principal and interest.

6050.3.1 ILLUSTRATIVEENTRIES
a) Settlement Account.

Some of the following entries affect a credit card settlement account, an asset account which may be
established as:

* A Cash Account in acommercia bank, established as a separate General Ledger
account in the 730 account series (i.e., any unassigned Cash Account from Account
No. 732 through Account No. 737);

* A deposit in another credit union, “ Shares/Deposits/Certificates of Other Credit
Unions,” (Account No. 745). (The settlement account should be established sepa-
rately from other accounts, if any, in the 745 series, i.e., Account No. 745.1, 745.2,
etc.); and

* A deposit in a corporate credit union, “ Shares/Deposits/Certificates of Corporate
Credit Unions,” (Account No. 744). (The settlement account should be established
separately from other accounts, if any, in the 744 series, i.e., Account No. 744.1,
744.1, etc.)

For illustrative purposes, the settlement account used below is Account No. 745, “ Shares/ Deposity/
Certificates of Other Credit Unions’. If another settlement account is used, the appropriate account
number would be substituted in place of Account No. 745.

The settlement account should be reconciled at the end of each month with the appropriate General
Ledger account.

a) Torecord periodic transfers to the settlement account:

Dr. - Corporate Credit Unions
(Acct. No. 744) or Commercial
Bank Deposits (Acct. No. 746.1)
or Savings and Loans and
Mutual Savings Bank Deposits
(ACCE. NO. 746.2) oottt $1,000
(@@= o I Yoo A o < 1 ) $1,000
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b) To record purchase of sales drafts and cash advances from processor:

Dr. - Lines of Credit to Members

Credit Cards (Acct. NO. 702.6)  .oooeeeeeeeeeeee e

Cr.-Corporate Credit Unions
(Acct. No. 744) or Commercial
Bank Deposits (Acct. No.
746.1) or Savings and Loans
and Mutua Savings Bank

Deposits (ACCE. NO. 746.2) oot e

c) Torecord periodic payment of vendor’ s expenses through the settlement account:

Dr. - Credit Card Program

EXpense (ACCE. NO. 286) ..o

Cr.-Corporate Credit Unions
(Acct. No. 744) or Commercial
Bank Deposits (Acct. No.
746.1) or Savings and Loans
and Mutual Savings Bank

Deposits (ACCE. NO. 746.2) et

d) To record monthly receipt of the Interchange income:

Dr. - Corporate Credit Unions
(Acct. No. 744) or Commercial
Bank Deposits (Acct. No. 746.1)
or Savings and Loans and
Mutual Savings Bank Deposits
(ACCL. NO. 746.2) oot
Cr.-Credit Card Interchange

Income (ACCE. NO. 152) ..o

€) To record payments received by processor through alock box:

Dr. - Corporate Credit Unions
(Acct. No. 744) or Commercial
Bank Deposits (Acct. No. 746.1)
or Savings and Loans and
Mutual Savings Bank Deposits

X N 1o N

Cr.-Lines of Credit to Members -

Credit Cards (ACCt. NO. 702.6) .....ooeiueeeeiee it

Cr.-Accrued Credit Card

INCOME (ACCE. NO. 783) ...t
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*NOTE: If settlement is performed through a corporate central credit union then the settlement account
number would be 744.1.,  Shares, Deposits of Corporate Central Credit Unions - Credit Card Settlement”.
The settlement account should be reconciled at the end of each month with the balance in the Generd
Ledger.

Cash Account Entries.
a) Torecord periodic payment of credit card expenses through cash account:
Dr. - Credit Card Program Expense
(ACCE. NO. 286)  coooeceeccicee ettt $170
Cr-Cash (ACCL. NO. 73L) oottt a s e s nns $170
Credit Union Cash Advance.

a) To record cash advances at the credit union office:

Dr.-Linesof Credit-Cash Advances
iN Process (ACCt. NO. 702.4)  ...ooueeeeeeeeeeseeeree e $150
Cr-Cash (ACCL. NO. 73L)  coooceeeee ettt sa s e ne e e $150

b) To record posting of cash advances by the processor:

Dr.-Lines of Credit to Members-
Credit Cards (ACCt. NO. 702.6)  ..ecveeeiieeeciee e eee e $150
Cr.-Lines of Credit - Cash
Advances in Process
(Aot o N (o 02 SRS $150

Payments to the Credit Union.
a) Torecord billed interest calculated by the processor and added to members’ monthly statements:
Dr.-Accrued Credit Card Income
(ACCE NO. 783) et $775
Cr.-Interest on Lines of
Credit (ACCE. NO. 112.2) et $775
b) To record Credit Card payments received at the credit union office:
Dr.-Cash (ACCL. NO. 73L)  ooeeeceeeeeees e $475

Cr.-Credit Card Payments
iN Process (ACCE. NO. 802.1)  .ovovceierieerieeriee e e s te et s e es $475
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¢) Torecord posting of payments by the processor:

Dr.-Credit Card Paymentsin

Process (ACCt. NO. 802.1)  ..ccooveevceeeereeee e $475
Cr.-Lines of Credit to Members -

Credit Cards (ACCE. NO. 702.6) ......eevueiueeiieiiieiiesiesiesteesieseeseesee e sseessesseessesseessesseessesseeees $453
Cr.-Accrued Credit Card

INCOME (ACCE. NO. 783) ... ettt et et e e s ree e et e e s mteeesneeeeseeeenseeennes 22

Adjustments Generated by the Credit Union.

a) Torecord credit union initiated adjustments, when the processor erroneously posts a credit trans-
action to awrong member’ s account:

Dr.-Credit Card Adjustmentsin
Process (ACCt. NO. 802.2)  ..cooovciieceeeeesee et $478
Cr.-Lines of Credit to Members -
Credit Cards (ACCE. NO. 702.6)  .veevveeeiieecieeeee e steeste e etee e tee e s e e e rae e sneaesneeenseeennneas $478

b) When the processor posts the payment to the correct member’ s account:

Dr.-Lines of Credit to Members -
Credit Cards (ACCt. NO. 702.6)  .voovvreireceeeereee et $478
Cr.-Credit Card Adjustments
iN Process (ACCE. NO. 802.2)  ..c.ooveeieeieerieesiee ettt se e se e enennenens $478

NOTE: An adjustment for interest would also have to be made if erroneously posted to the wrong
member’ saccount.

Chargeback Accounting Initiated by the Credit Union.

a) When the credit union personnel initiates a chargeback and adjustment to a cardholder’ sloan
account for a sales draft that was charged to the account in error:

Dr.-Credit Card Chargeback in
Process (ACCt. NO. 802.3)  ..cvoveiiceeeeree et $275
Cr.-Credit Card Adjustmentsin
Process (ACCE. NO. 802.2) oo $275

b) Then, when the adjustment is posted:
Dr.-Credit Card Adjustmentsin
Process (ACCt. NO. 802.2)  ..cooveeieeestee et $275

Cr.-Lines of Credit to Members -
Credit Cards (ACCE. NO. 702.8)  .ocveveeeeieieieeeseee st nennas $275
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c) Itwill then need to be accompanied by an adjustment of the finance charge by:

Dr.-Interest on Lines of Credit -
Credit Cards (ACCt. NO. 112.2)  ..ooiiecie e $2.75
Cr.-Credit Card Adjustmentsin
Process (ACCE. NO. 802.2)  .uoovcueieeseeees ettt ee $2.75

d) The credit union will receive an advice of credit for the sales draft chargeback. Thus,

Dr.-Credit Card Interchange
INCOME (ACCE. NO. 152) ..ot $1
Dr.-Corporate Credit Unions (Acct.
No. 744) or Commercial Bank
Deposits (Acct. No. 746.1) or
Savings and Loans and Mutual
Savings Bank Deposits (Acct.
NO. 74B.2) oottt 275
Cr.-Credit Card Chargeback
iN Process (ACCE. NO. 802.3)  ...oivceeerieieiee e e ettt se e s s $276

Chargeback Reversal.
a) When the credit union has received an Advice of Charge and the chargeback documentation:

Dr.-Credit Card Chargeback in
Process (ACCt. NO. 802.3)  ..cvoveeieceeeerere et $276
Cr.-Credit Card Interchange
INCOME (ACCE. NO. 152) ....eeueivieiecieeie st eie st e e s e ae e e e e e s e et e steensesreensesseenaesneeneenseennens $1
Cr.-Corporate Credit Unions
(Acct. No. 744) or Commercial Bank
Deposits (Acct. No. 746.1) or
Savings and Loans and Mutual
Savings Bank Deposits
(ACCE. IND. 74B.2) ...ttt ettt ettt besae et e e e e b e e e e sneennen 275

b) When the credit union prepares the adjustment documentation to charge the cardholder:
Dr.-Credit Card Adjustmentsin
Process (ACCt. NO. 802.2)  ..cvoveerceeeree e $275

Cr.-Credit Card Chargebacksin
Process (ACCE. NO. 802.3)  .vovceeeeieee ettt e et enenaenens $275
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¢) Whentheitem is posted to the cardholder’ s account:

Dr.-Lines of Credit to Members -
Credit Cards (ACCt. NO. 702.6)  ..ooveveeeeriee e $275
Cr.-Credit Card Adjustmentsin
Process (ACCE. NO. 802.2)  ...oiiiiieciie ettt e ee et e et e st et e et e e e e a e e e nnr e anne e $275

Credit Union Adjusting Entries.
a) To establish or increase the Allowance for Loan Losses for Credit Card losses:

Dr.-Provision for Loan Losses-Lines
of Credit (ACCE. NO. 302) oo $4,000
Cr.-Allowance for Loan Losses -
Lines of Credit (ACCE. NO. 719.2)  ...ooeiicecee e $4,000

b) To record charge-off of a Credit Card (Line of Credit) loan principal and to reverse the accrued
interest income:

Dr.-Allowance for Loan Losses-Lines
Of Credit (ACCE. NO. 712.2) ..c.veeeeieeee ettt $550
Dr.-Interest on Lines of Credit - Credit
Cards (ACCE. NO. 112.2) ...ttt e e eneee e 110
Cr.-Lines of Credit to Members -
Credit Cards (ACCE. NO. 702.6) ...cveiueerieeieriesiesieeeesieseeseeeestesseesteeeessesseessesseesseensessesneenns $550
Cr.-Accrued Credit Card Income
(ot o N[ T4 ) PSSO 110

60504  TRIAL BALANCE

The vendor or processor will normally provide the card issuing credit union with a monthly trial balance
of al cardholder accounts. The date of the trial balance coincides with the date of the monthly statement.
If the credit union’s statement date is other than month-end, the federal credit union’s Journal and Cash
Record and General Ledger is posted and totaled as of the date of the monthly cardholder trial balance
and atrial balance must be taken of the General Ledger. Any differences between the cardholder trial
balance and the General Ledger’s Lines of Credit to Members - Credit Cards (Account No. 702.6) are
located and corrected within 7 days after the trial balance isreceived.
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6050.5 INTERNAL CONTROLS

The board of directors of afederal credit union which issues credit cards should establish sufficient
internal controlsto assure that improper use of acredit card is quickly detected. Some credit unions may
involve themselves with existing credit card programs which already contain many of the controlsfor
issuing credit cards. The officials and management of a credit union should be fully aware of how these
systems operate. Management will need to implement daily audit and review routines to assure that the
established controls and systems are functioning properly. The board of directors may wish to purchase
insurance coverage, from the bonding company, for protection from losses due to cardholder fraud.

6060 INVESTMENTS

This section discusses investments and accounting for investments. In general, investments are limited to
those authorized by Section 107 of the Federal Credit Union Act (the Act) and Part 703 of the National
Credit Union Administration Rules and Regulations. Rather than repeat the section and part here, we refer
you to the above referenced documents for examples of the types of investments permissible for federal
credit unions.

6060.1 METHOD OF RECORDING INVESTMENTS

When a credit union acquires securities, it must assess its intent and ability with regard to its securities
holdings and assign its debt and equity securities to the appropriate measurement category: trading, held-
to-maturity, or available-for-sale. Not |less frequently than the end of each dividend period, (i.e.,
monthly, quarterly, semiannually, or annually), the appropriateness of the classifications, and the reason-
ableness and accuracy of the related measurement (trading and available-for-sale) shall be assessed.

Reporting requirements shall be as follows:

» Debt and equity securities that are bought and held principally for the purpose of selling them
in the near term shall be classified as trading securities and reported at fair value through the
income statement.

» Debt securities (not equity) that the enterprise has the positive intent and ability to hold to
maturity shall be classified as securities held-to-maturity and reported at amortized cost.

» Debt and equity securities not classified as either securitiestrading or held-to-maturity securi-
ties shall be classified as securities available-for-sale and reported at fair value through a
separate component of equity in the balance sheet, Accumulated Unrealized Gaing/Losses on
Available-for-Sale Securities.
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For credit union boards, in particular, fair value measurement gives them the information they need to
overseetheir credit unions. If securitiesin the available-for-sale portfolio drop in fair value below book
value, acredit union board will have aready indicator of this decline in the balance sheet separate equity
account. These losses are real losses which are simply unrealized. Fair value measurement is a tool
credit union management, credit union boards, and regulatory staff need to ensure the safety and sound-
ness of credit unions, individually and corporately.

A credit union shall consider GAAP in how it plans to manage its holdings of securities when designating
individual securities as trading, held-to-maturity or available-for-sale. Credit unions which used outside
accountants are encouraged to consult them when assigning their securities to the measurement catego-
ries. Thereisno specified percentage or amount of securities that a credit union must assign to each
category. Rather, the amount of securities a credit union assigns to each of the three categories depends
on the facts and circumstances surrounding the credit union and the actual securitiesit owns.

A credit union shall have adequate documentation to support the initial assignment of securities to the
three categories, the assignments made when securities are purchased, and the periodic evaluations (not
less frequently than the end of each dividend period) of the continuing appropriateness of these assign-
ments. The amount and types of documentation to support the assignment of securities to the measure-
ment categories will vary from credit union to credit union based on its size and the complexity of its
operations, including the nature and scope of its securities activities. A credit union’s documentation may
includeits:

» written and approved securities policies and strategies,

» policies governing liquidity and funds management and interest rate risk management,

e board or committee minutes,

* budgets,

» cash flow projections,

» capital plans, and

* memorandums discussing the purposes or reasons for purchasing particular securities.
In addition, a credit union’s history of holding specific types of securitiesto maturity can be aform of
documentation. A credit union’s management shall recognize that GAAP envisions that sale and transfer
out of the held-to-maturity category generally should be rare and that any such transactions may raise
guestions about the appropriateness of the credit union’s designation of other securities as held-to-
maturity.

6060.1.1 HELD-TO-MATURITY

To qualify as having established intent to hold-to-maturity the credit union cannot have an intent to hold
the security only for an indefinite period. If the credit union may sell the security due to:

» changesin market interest rates and related changes in prepayment risk,
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* needsfor liquidity,
» changesin funding sources and terms,
» changesinthe availability of and the yield on alternative security, etc.,

the credit union has failed to meet the “hold to maturity” test. A credit union’s alternatives are to classify
the security as either available-for-sale or in atrading account.

Through an established and documented asset-liability management strategy, a credit union may decide
that it can accomplish the necessary liquidity, funds management, and management of interest rate risk
goals without having all of its debt securities available-for-sale. GAAP acknowledges that even though a
credit union considers the maturity and repricing characteristics of all of its debt securities as part of its
asset-liability management, the credit union may determine that it can carry out the ongoing adjustments
to its asset-liability position without having all of its debt securities available-for-sale. In such asitua-
tion, the credit union may earmark specific debt securities as unavailable to be sold for purposes of
adjusting its asset-liability position. Thiswould enable the earmarked securities to be placed in the held-
to-maturity category provided the credit union otherwise has the positive intent and ability to hold them
to maturity. For example, if at the point of purchase of a CMO, acredit union can demonstrate that:

1) Thefailure of the HRST caused by future interest-rate swings is remote; and
2) All probable future liquidity needs can be met through the sale of other securities;
then the classification of the CMO as held-to-maturity will be accepted.

A credit union can successfully defend the sale of a held-to-maturity security, prior to maturity, under two
conditions:

a) Thesaleisso near the maturity date that the security’ s value is little affected by changes in market
interest rates.

b) The sale occurs after the credit union has already collected a substantial portion (e.g., percent or
more) of the principal outstanding at acquisition.

Additionally, a credit union could experience any of the following “changes in circumstances” which may
cause a credit union to sell or transfer a held-to-maturity security to another classification without raising
guestions about whether it was appropriate for that security to have been reported previously as held-to-
maturity:

a) A significant deterioration intheissuer’s creditworthiness.
b) A merger, purchase and assumption, or other business combination that necessitates the sale or

transfer of held-to-maturity securities to maintain the credit union’s existing interest-rate risk
position or credit risk policy.

6-62



c) A changein statutory or regulatory requirements causing the credit union to dispose of a held-to-
maturity security (e.g., mandated change to risk based capital reserving structure).

d) A significant increase by the regulator in capital requirements that causes the credit union to
downsize by selling held-to-maturity securities.

Reverse repurchase and repurchase arrangements do not in and of themselves preclude a credit union from
placing such securitiesin the held-to-maturity category provided the credit union otherwise has the posi-
tive intent and ability to hold the securities to maturity.

6060.1.2 TRADING

Securities are trading securities, if they are bought and held principally for the purpose of selling themin
the near term. Characteristic of trading is active and frequent buying and selling, and trading securities
are generally used with the objective of generating profits on short-term differencesin price. Unrealized
holding gains and losses for trading securities shall be included in the income statement. Dividend and
interest income, including amortization of premium and discount, shall continue to be included in the
income statement.

6060.1.3 AVAILABLE-FOR-SALE

Securities not classified as trading and not meeting the requirements of held-to-maturity shall be classi-
fied as securities available-for-sale. Adjustments shall be made directly to the investment account.
Unrealized holding gains and losses shall be excluded from the income statement and reported as a net
amount in a separate component of equity on the balance sheet until realized. Dividend and interest
income, including amortization of premium and discount, shall continue to be included in the income
Statement.

6060.1.4 TRANSFERSBETWEEN CATEGORIES

Transfers between categories shall be accounted for at fair value with unrealized holding gains or losses
accounted for as shown in the table which follows. Transfersinto and out of the held-to-maturity cat-
egory should berare. Furthermore, a decision to designate a security as held-to-maturity may affect a
credit union’s ability to transfer or sell a security without sacrificing the ability to continue to carry the
remainder of its held-to-maturity portfolio at amortized cost. Asaresult, acredit union’sinitial designa-
tion of its securities may adversely affect the degree of flexibility it has to manage its securities portfolio
as a secondary source of liquidity. Given the nature of atrading account, transfersinto or out of the
trading category should also be rare.
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Investment Transferred Unrealized Holding
From/To: Transfer at: Gainor Loss

IFrom Trading category Fair Value Already recognized in earnings and shall
not be reversed

To Trading category Fair Value Recognized in earnings immediately

To Available-for-sale Fair Value Separate component of

category from Held-to- shareholder’ sequity

maturity category

To Held-to-maturity Fair Value Continue reporting as a separate compo

category from the nent of shareholders' equity but begin

/Available-for-sale category amortization over the remaining life of the
security as an adjustment of yieldina
manner consistent with the amortization of
any premium or discount

6060.1.5 IMPAIRMENT OF SECURITIES

If the credit union experiences a decline in either an available-for-sale or held-to-maturity security’s
value which is other than temporary, the cost basis of the individual security shall be written down to fair
value as anew cost basis and the writedown included in the income statement as arealized loss. Thisis
the only adjustment to a security’s book value that shall be made through an alowance (asset valuation)
account; all other adjustments shall be made directly to the investment account. An other-than-temporary
impairment should be considered to have occurred if it is probable that the investor will be unable to
collect al amounts due according to the contractual terms of a debt security not impaired at acquisition.
The new cost basis shall not be changed for subsequent recoveriesin fair value.

6060.2 DEFINITIONS

Certain investment transactions and activities defined below may or may not be permissible for federal
credit unions in accordance with Sections 107(7) and 107(8) of the Federal Credit Union and Part 703 of
the National Credit Union Administration Rules and Regulations. Additional definitions are also avail-
able in the referenced part of the Rules and Regulations.

Adjusted Trading-Any method or transaction used to defer aloss whereby afederal credit union sellsa

security to avendor at a price above its current market price and simultaneously purchases or commits to
purchase from that vendor another security above its current market price.
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These investments are highly complex. In order to understand the transactions and activities the reader
must understand the following terminology.

Bailment for Hire Contract-A contract whereby athird party of other financial institution, for afee,
agrees to exercise ordinary care in protecting the securities held in safekeeping for its customers.

Cash Forward Agreement -An agreement to purchase or sell a security, at a future date, with delivery and
acceptance being mandatory. The contract for the purchase or sale of a security for which delivery of the
security is made in excess of thirty (30) days but not exceeding one hundred-twenty (120) days from the
trade date shall be considered to be a cash forward agreement.

Debt security. Any security representing a creditor relationship with an entity. Asit appliesto federal
credit unions, debt securitiesinclude such investmentsas U.S. Treasury securities and Mortgage Backed
Securities (MBSs) such as mortgage pass-through securities and Coll ateralized Mortgage Obligations
(CMOs). Debt securities do not include accounts receivable on member |oans.

Equity security. Any security representing an ownership interest in an entity or the right to acquire or
dispose of such ownership at fixed or determinable prices. An example of an equity security investment
isamutual fund.

Fair value. The current amount at which an investment could be bought, sold, or otherwise exchanged
between willing parties, other than in aforced liquidation sale.

Futures Contract - A standardized contract for the future delivery of commaodities, including certain
government securities, sold on designated commaodities exchanges.

Holding gain or loss. The net change in fair value of a security. It does not include earned dividends or
interest which have not been received or write-downs resulting from permanent declinesin fair value.

Market Price - The last established price at which a security is sold.

Maturity Date - The date on which a security matures. It does not mean the call date or the average life
of the security.

Repurchase Transaction - A transaction in which afederal credit union agreesto purchase a security from
avendor and to resell the same or any identical security to the vendor at alater date. A repurchase
transaction may be of threetypes: (a) an “investment-type repurchase transaction”, (b) a “financial
institution-type repurchase transaction”, or (c) a “loan-type repurchase transaction.”

a) An“Investment-type Repurchase Transaction” is where the federal credit union purchasing
the security takes physical possession of the security, or receives written confirmation of the
purchase and a custodial or safekeeping receipt from athird party under a written bailment for
hire contract, or is recorded as the owner of the security through the Federal Reserve Book-
Entry System; there is not restriction on the transfer of the security purchased by the federal
credit union; and the federal credit union is not required to deliver the identical security to the
vendor upon resale.
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b) A “Financia Institution-type Repurchase Transaction” isarepurchase transaction with an
ingtitution identified in Section 107(8) of the Act.

c) “A Loan-type Repurchase Transaction” is any repurchase transaction that does not qualify as
an investment-type or financia institution-type repurchase transaction. A lone-type repur-
chase transaction represents a lending transaction and is subject to the limitations of Section
107(5) of the Act.

Rever se Repurchase Transaction - A transaction whereby afederal credit union agreesto sell a security to
a purchaser and to repurchase the same or any identical security from the purchaser at a future date and at
aspecified price. A reverse repurchase transaction represents a borrowing transaction and is subject to
the limitations of Section 107(9) of the Act.

Settlement Date - The date originally agreed to by afederal credit union and a vendor for settlement of the
purchase or sale of a security.

Security - Any investment or deposit authorized for afederal credit union pursuant to Sections 107(7),
107(8) and 107(15) of the Act.

Short Sale - The sale of a security not owned by the seller.

Sandby Commitment - An agreement to sell a security on or before afuture date at a predetermined price.
The seller of the agreement is required to accept delivery of the security (in the case of acommitment to
buy) or make delivery of a security (in the case of acommitment to sell) in either case at the option of the

buyer of the commitment.

Trade Date - The date the federal credit union originally agreed, whether verbally or in writing, to enter
the purchase or sale of a security with avendor.

Investment types and terms are further defined in Part 703, NCUA Rules and Regulations.

6060.3 AUTHORIZEDINVESTMENT ACTIVITIES

Part 703, NCUA Rules and Regulations, identifies securities that federal credit unions may invest in.
These securities are authorized by Section 107(7) and 107(8) of the Federal Credit Union Act. Federal
credit unions should refer to these sources prior to making investment decisions.

Not all the permissible investments for credit unions are covered in the following sections. A few ex-
amples of permissible investments and the recommended accounting treatment are shown.

6060.3.1 CASH-INVESTMENT PURCHASE

A credit union may enter into a contract to purchase (or sell) a security authorized in Section 107 of the

Act provided that the security is delivered within 30 days of the trade date. The purchase of a security
should be recorded on the credit union’ s records at cost which is the market price on the trade date.
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6060.3.2 CASH FORWARDAGREEMENTS

A federal credit union may enter into a cash forward agreement to purchase or sell a security, provided
that:

a) The period from the trade date to the settlement date does not exceed 120 days;

b) It haswritten cash flow projections evidencing its ability to purchase the security (purchaser);

c) It ownsthe security on the trade date (seller); and

d) The cash forward agreement is settled on a cash basis at the settlement date.
Prior to settlement, the amount of the cash forward agreement represents a contingent liability to purchase
securities. Therefore, it needs to be shown as a note or memorandum entry on the credit union’ s Statement
of Financial Condition for each month the commitment is outstanding. The note should describe the

agreement, trade and settlement date, amount, purchase and market price on the statement date.

Illustrative Entries

Assume that WP FCU entered into a Cash Forward Agreement to purchase a $1 million part value
Federal Agency Security on March 16 at 95, which isthe market price for a 90-day forward. The FCU
had written projections which showed that it had a$1 million certificate of deposit maturing on June 15,
the settlement date of the forward. The market value of the security was 93 on June 14.

March 16

The commitment is recorded in the cash forward agreement register. Future financial statements of the
federal credit union are footnoted.

June 15
Dr.-Available-for-Sale Securities
(ACCE NO. 743) ..ottt e et sra e sne e $930,000
Dr.-Gain (Loss) on Investments
(ACCE. NO. 420) ...ttt r e 20,000
Cr.-Cash (ACCL INO. 73L) ..ottt ettt b e e e nnes $950,000

The original footnote denoting market value would be removed from the financial statements.

6060.3.3 CASH FORWARD AGREEMENT TO SELL SECURITIES
A federal credit union may enter into a cash forward agreement to sell a security, provided that:

a) The period from the trade date to the settlement date does not exceed 120 days;
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b) It ownsthe security on the trade date;
¢) The cash forward agreement is settled on a cash basis at the settlement date.

A federa credit union must be able to provide information on the type of security sold by use of a cash
forward agreement to include a complete description, trade date, settlement date, sale price and name of
the purchaser. Such information should be kept in a current register for that purpose.

Prior to settlement, the amount of the cash forward agreement represents a contingent liability to deliver
securities. Therefore, it needs to be shown as a note or memorandum entry on the credit union’s State-
ment of Financial Condition for each month the commitment is outstanding. The gain or loss on the sale
of the underlying security should not be recognized until the settlement date and will be recorded in Gain
(Loss) on Investments (Account No. 420).

Illustrative Entries

Assumethat MAY FCU owns aFederal Agency Security recorded on its books for $950,000. It commits
on June 10 to sell the security on August 20 for $975,000.

June 10

The commitment is recorded in the cash forward agreement register. Future financial statements are
noted.

August 20 - To record the sale of the security and recognize the gain on the sale. Noteisremoved from
the financial statements.

Dr.-Cash (ACCE. NO. 73L) ..cueeiiiieieiieieseee e $975,000
Cr.-Available-for-Sale
SECUNtIES (ACCE. NO. 743) ..ecueeieeeie et esie st re e re e ne e $950,000
Cr.-Gain (Loss) on
INVeStMENtS (ACCE. NO. 420) .......eeeeiee ettt eenneeas 25,000

6060.3.4 INVESTMENT-TYPE REPURCHASE TRANSACTIONS

The purpose of an investment-type repurchase transaction is to obtain a specified yield on the investment
made. A federal credit union may enter into this type of transaction provided the transaction is as defined
in Section 6060.2. Any repurchase transaction that does not meet these requirements constitutes a loan-
type repurchase transaction. The purchase price of a security obtained under an investment-type repur-
chase transaction must be at or below the market price.

A federal credit union must maintain certain information on the type of security purchased through an
investment-type repurchase transaction in a Repurchase Investment Register. This register must include
an identification of the security (type, face value, coupon rate), trade date, settlement date, amount,
repurchase rate, purchase price and the name of the seller.
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Each investment-type repurchase transaction must be documented by the following:

a) evidencethat the credit union has been recorded as the owner of the security through the Federal
Reserve book-entry system,

b) for those securitiesin the physical possession of the credit union, there must be clear evidence of
ownership of the security,

c) for those securities held in safekeeping, there must be a copy of the “bailment for hire contract”
from the third party bank or other financial institution, and a safekeeping receipt.

The security purchased should be recorded at cost in the appropriate investment account. The credit
union’s Statement of Financial Condition must be noted to reflect the amount of securities which are
subject to resale and the date of resale. Income earned on the investment should be recorded in the
appropriate income account.

Illustrative Entries

Assumethat RFS FCU entered into an investment-type repurchase transaction on September 30 to pur-
chase a mortgage-backed federal agency security with aface value of $2,142,857 and a coupon rate of
8.50. The parties agreed upon a repurchase rate of 9.0. The purchase price was 98. Also assume that the
FCU agreed to resell a similar type security to the vendor on October 1 at 98.

September 30-To record the purchase of the security:

The funds are transferred to the broker through the credit union’s custodial bank, which transmitsa
custodial dlip to the FCU. The transaction is recorded in the repurchase transaction register. The financial
statements of the federal credit union are noted.

Dr.-Available-for-Sale Securities
(Acct. No. 743)
($2,142,857 X 98) ..eeeveeireeireeeieesiiesieeeieesteesree et e ae e nneas $2,100,000
Cr.-Cash (ACCE. NO. 73L) ...eeeeiieiieeeeeee sttt sttt e eeeteesseesneeeneeens $2,100,000

October 1 - To record resale of the security and receipt of income.

Dr.-Cash (ACCE. NO. 73L) .ooeeieieieiee e $2,100,525*
Cr.-Available-for-Sde
SECUNTIES (ACCE. NO. 743) ..ottt ettt e sne e teenneesneeenes $2,100,000
Cr.-Income from
INVESIMENES (ACCE. NO. 122) ...ttt et e e st eennee e et e e eneeeenes 525

* - ($2,142,857 x .980245)

The original note would be removed from the financial statements.
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6060.3.5 FINANCIAL INSTITUTION-TYPE REPURCHASE TRANSACTION

A federal credit union may enter into afinancial institution-type repurchase transaction with an institution
identified in Section 107(8) of the Act. The purpose of such atransaction isto obtain a specified yield on
the investment made. The purchase price of the security obtained under a financia institution-type
repurchase transaction must be at or below the market price.

A federa credit union must be able to provide information on the security purchased to include an
identification of the security (type, face value, coupon rate), trade date, settlement date, amount, repur-
chase rate, purchase price and the name of the seller. Such information should be kept in a current
register for that purpose.

A federa credit union must also be able to clearly document that it is the owner of the security and that
the security is adequately safekept. The security purchased should be recorded at cost in the appropriate
investment account. The credit union’s Statement of Financial Condition should be noted to reflect the
amount of securitieswhich are subject to resale and the date of resale. Income earned on the investment
should be recorded in the appropriate income account.

6060.3.6 LOAN-TYPEREPURCHASE TRANSACTION

A federa credit union may enter into aloan type repurchase transaction only with its own members, other
credit unions, or approved credit union organizations. Loan-type repurchase transactions are subject to
specific requirements such as a maximum loan limit of 10 per centum of paid-in and unimpaired capital
and surplus to one member, the receipt of a properly supported loan application, approval of the loan by
the credit committee, and execution of anote supported by documentation of the collateral. Loans Subject
to Repurchase Agreements (Account No. 718) should be used to record these |oans to members.

L oan-type repurchase agreementsto other credit unions must conform to limitations contained in Sections
107(5)(C) and 107(7)(C) of the Act and Section 703.2 of the National Credit Union Administration Rules
and Regulations. Loan-type repurchase agreements should be recorded in “Loansto Other Credit Unions,”
(Account No. 747).

L oan-type repurchase agreements to approved credit union organizations must be in compliance with
Section 107(5)(D) of the Act and the National Credit Union Administration Rules and Regulations.
“Loansto Credit Union Service Corporations,” (Account No. 748.2) should be used to record these loans.

Where material in amount, the securities used as collateral for the loan-type repurchase agreement should
be identified in a note or memorandum entry on the credit union’s Statement of Financial Condition for
each month the repurchase agreement is outstanding. The note should reflect the market price of the
securities on the statement date.

Income received from loans to members should be recorded in “Interest on Loans,” (Account No. 111).

Income received from loans to credit unions should be recorded in “Income from Investments,” (Account
No. 127) and (Account No. 128).
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Illustrative Entries

Assume HEM FCU entersinto arepurchase agreement with VAF FCU whereby HEM FCU lends $1
millionto VAF FCU on February 1 and receives as collateral a$1 million Federal Agency Security valued
a par. VAF FCU agreesto repay the loan on August 1. The interest rate is 6 percent.
February |-Entry on the books of HEM FCU to record the loan.
Dr.-Loans to Other Credit Unions

(ACCL NO. TA7) e $1,000,000

Cr.-Cash (ACCE. NO. 73L) oo $1,000,000
The financia statements of the federal credit union should be noted.

August 1-HEM FCU entry to record repayment of the loan with interest.

Dr.-Cash (ACCE. NO. 73L) oo e $1,030,000
Cr.-Loans to Other Credit
18T gTTo 0 Y oo A o 4 $1,000,000

Cr.-Income from
INVEStMENt (ACCE. NO. 127) .ottt e e e e e e e et eeeeaeeeeans
$30,000
The original note should be removed from financial statements.

Entriesfor VAF FCU are contained in Illustrative Accounting Entriesin the following section.

6060.3.7 REVERSE REPURCHASE TRANSACTION

A federal credit union may enter into areverse repurchase transaction, provided no securities purchased
with the funds received from the reverse repo, nor any securities collateralizing the reverse repo, have a
maturity date later than the settlement date for the reverse repo.

The maximum amount of funds that may be borrowed under a reverse repurchase transaction for invest-
ment or deposit purposesis 50 percent of the credit union’s paid-in and unimpaired capital.

Since reverse repos represent a borrowing activity, such activity must be approved by the board of direc-
tors or a duly appointed executive committee as required by Section 113 of the Federal Credit Union Act.
The funds received from the reverse repos should be recorded as borrowed funds in “Notes Payable-
Other,” (Account No. 812). Interest paid on reverse repos should be recorded in “Interest on Borrowed
Money,” (Account No. 340).

The securities used as collateral for the reverse repos should be identified in a note on the credit union’s

Statement of Financial Condition for each month the reverse repo is outstanding. The note should reflect
both the book value and the market price on the statement date.
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Illustrative Entries

Referring to the variousillustrative accounting entry, VAF FCU would record the Reverse Repurchase
Transaction. In addition to the information given in that example, assume aso that VAF FCU isunableto
repay the loan from available funds on settlement date. VAF FCU choosesto sell the underlying security
at itsfair market value of 99-1/2. The security is booked at par.

Entries on books of VAF FCU.

February 1-To record the Reverse Repo as borrowed funds.

Dr.-Cash (ACCL. NO. 73L) oo $1,000,000
Cr.-Notes Payable-Other
(ACCE NO. BL2) .ot nn e $1,000,000

The financial statements of the federal credit union should be noted.

August 1-To record sal e of the underlying security recognizing a $5,000 | oss.

Dr.-Cash (ACCE. NO. 73L) ..cueeiiriiiieeieieeie s $995,000
Dr.-Gain (Loss) on
Investments (ACCE. NO. 420) .......ooiiiiiiee e 5,000
Cr.-Available-for-Sale
SeCUNtIES (ACCE NO. 743) ...eeieeeeeieeee ettt te e e s raeaesneeneens $1,000,000

To record payment of notes payable and interest due.

Dr.-Notes Payable

ol A N (o T = 1 ) SRR $1,000,000
Dr.-Interest on Borrowed
Money (ACCt. NO. 340) ..o 30,000
Cr.-Cash (ACCL. NO. 73L) ...eeeeieeeecie ettt e e eeenneeeneeenes $1,030,000

The original note should be removed from the Statement of Financial Condition.

6060.4 UNAUTHORIZED INVESTMENT TRANSACTIONSAND ACTIVITIES

Because of the inherent risk involved in certain investment transactions and activities afedera credit
union may not:

1) enter into a standby commitment to purchase or sell a security,
2) buy or sdll afutures contract,

3) engagein adjusted trading or a short sale,
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4) enter into ayield maintenance contract, or

5) participate in a pair-off transaction.

6060.4.1 ADJUSTED TRADING

The most common form of adjusted trading occurs when a credit union cannot meet its commitment to
purchase a security on the settlement date, and the market price is below the commitment price. Thus, if
the credit union isforced to immediately sell the security it will incur aloss.

To prevent the loss, the credit. union would enter into an agreement to resell the security to the broker at
the commitment price and to enter into another commitment to purchase a different security at a price
that exceeds its market value. Thus, the credit union has deferred its loss in hopes that the market price of
the security underlying the new commitment will increase by the new settlement date.

A less common form of adjusted trading occurs when a credit union swaps or exchanges a lower yielding
security for a higher yielding security. In this case, the sale of the low yielding security would result in a
loss, which the credit union does not wish to recognize during the current accounting period. Again, the
credit union agreesto sell its security and buy the new security at prices above market. Another name for
these transactions is overtrading.

A variation of the adjusted trade involving aforward commitment is known as “feetrading” or “reposition
trading.” Thistransaction isthe s as the first example above except that the broker is unwilling to take the
risk of purchasing theinitial security. The credit union would sell at a price above market. Therefore, the
broker requiresthat the credit union pay afee, which is the difference in the commitment price and the
market price when they enter into the transactions. When the credit union purchases the new security, the
broker returns the fee. Often, thistype of transaction occurs repeatedly. The feeisusually recorded by
the credit union as areceivable, deferred charge, or other asset.

The above described transactions, under whatever name, constitute adjusted trading and, thus, are
prohibited

6060.4.2 YIELD MAINTENANCE CONTRACT

A yield maintenance contract, al'so known as a“pair-off” hedger, is the concurrent commitment to
purchase a security via a cash forward agreement and to sell the same security on the same settlement
date via a standby commitment. The credit union would be required to pay a generally exorbitant com-
mitment fee to the vendor. The purpose of the transaction would be to “guarantee”’ a specified yield
which is based upon the commitment fee paid. Generally, the purchase and sale prices are not related to
the current market price.

Yield maintenance contracts are not permitted since they violate Section 708.4 of the National Credit
Union Administration Rules and Regulations. This section prohibits afederal credit union from’ entering
into a standby commitment. The yield maintenance contract is an unsecured loan to a broker (a nonmem-
ber) and thusisin violation of Section 107(5) of the Federal Credit Union Act.
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6060.4.3 PAIR-OFF TRANSACTION
A pair-off isasecurity purchase transaction which is closed or sold at, or prior to, the settlement date.

Generally, afedera credit union could commit to purchase a security and sometime thereafter commit to
seller the security on the same settlement date. The purpose in engaging in pair-off transactionsis not to
take delivery of the security purchased, but to speculate that the market price will increase before settle-
ment date and a gain will result from its sale.

Many times the commitment to sell is made the same day as the commitment to purchase. There may
even be a standing order with the vendor to sell when a certain market price is reached. Pair-off transac-
tions using cash forward agreements are impermissible for federal credit unions. In addition, pairoff
transactions represent a speculative activity which are generally unsafe and unsound. Thereis strong
evidence to show that it has been used as a means of “churning” credit union accounts to generate broker-
age commissions.

6060.5 PERMISSIBLEINVESTMENT ACTIVITIESAND TRANSACTIONSSUBJECT TO
SPECIFIED CONDITIONS

6060.5.1 DOLLARPRICE REPURCHASE AGREEMENT (DOLLAR PRICE REPO)

A dollar price repurchase transaction is a contract whereby afederal credit union sells a security that it
owns and agrees to purchase another security on afuture date. The dollar price repo does not represent
borrowing by afedera credit union as does a reverse repurchase transaction.

In the case of areverse repurchase transaction, the transaction represents a borrowing because ownership
of the security “sold” does not change; that is, the “seller” of the security still hastitle and still receivesthe
dividend or interest income from the security. Interest based upon the balance of the proceeds received
from the transaction is paid by the “seller.” Additionally, the same security “sold” must be “repurchased.”
Assuch the essentials of a sale and repurchase do not exist.

In the case of adollar price repo, the essential elements of asale do exigt, i.e., ownership of the security
does change. The buyer now receives the dividend or interest income on the security. No interest is paid
by the seller for funds received. The same security sold is not required to be repurchased.

A dollar price repo represents the sale of a security and a simultaneous agreement to purchase another
security at afuture date by the use of aforward placement contract. As such, afederal credit union may
enter into such an agreement only if:

a) Gainsand losses on the sale of the security sold are recognized on the settlement date of the sale.

b) Thelimitations cited in Section 703.3(b) of the NCUA Rules and Regulations for purchasing a
security under a cash forward agreement are met.
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6060.6 MORTGAGE-BACKED SECURITIES

6060.6.1 MORTGAGE PASSTHROUGH SECURITIES

Mortgage pass-through securities were the first form of mortgage collateralized securities to be issued
and are the predominant form of mortgage-backed security actively traded among investors today. With a
pass-through security, investors purchase an undivided interest in an underlying pool of mortgages that
servesto collateralize the pass-through security. As the mortgages in the pool are repaid, principal and
interest are passed through to each investor on a pro rata basis. All pass-through securities have an issue
date; a coupon or pass-through rate; and afinal or stated maturity date.

Mortgage originators, such as commercial banks, S& Ls & Ls, efc., are among the most active in pooling
mortgages and issuing pass-through securities. The originator usually issues a pass-through with the
guarantee of afederally sponsored agency. In addition, alarge volume of mortgages are purchased,
pooled and collateralized under agency programs. The agencies that guarantee and issue pass-through
securities are the Government National Mortgage Association (Ginnie Mae); the Federal Home Loan
Mortgage Corporation (Freddie Mac); and the Federal National Mortgage Association (Fannie Maeg).

When a pass-through is not backed by the guarantee of a federally sponsored agency, it fallsinto the
category of “privately issued” and may be backed by pool insurance, letters of credit, and other credit
enhancements.

Federal credit unions may invest in pass-through securitiesissued or guaranteed by the Government
National Mortgage Association (GNMA), Federal National Mortgage Association (FNMA), or the Federal
Home L oan Mortgage Corporation (Freddie Mac). Under Section 107(15)(B) of the Federal Credit Union
Act, federal credit unionsmay also invest in privately issued pass-through securities as defined in Section
3(a)(41) of the Securities Exchange Act of 1934.

When a credit union acquires a mortgage pass-through security, it must assess its intent and ability with
regard to the security and assign it to the appropriate measurement category: trading, held-to-maturity, or
available-for-sale. Not lessfrequently than the end of each dividend period, (i.e., monthly, quarterly,
semiannually or annually), the appropriateness of the classifications, and the reasonableness and accuracy
of the related measurement (trading and available-for-sale), shall be assessed. See Section 6060.1 for
more compl ete discussion.

Illustrative Entries

The IMU FCU purchased $100,000 worth of passthrough securities for $99,000. The securities have a 30
year life and have a 10% pass-through paid monthly. The annual effective yield to maturity is 10.12%.
The credit union has the ability to hold the investment to maturity and the positive intent to hold it for the
foreseeable future. (Note.- This illustration assumes no significant changes in prepayment assumption
from the purchase date to maturity, therefore, periodic adjustments to the investment carrying value are
not illustrated.)
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a) IMU’sentry at the point of purchase.

Dr.-Held-to-Maturity Securities

(Aot A N o M 1 $100,000
Cr.-Discount on Held-to-

Maturity Securities

(ACCE NO. 7ALL) oot s e e et e e e et e e e sntee e e e nnaeeeesnseeeeenneeeans $1,000
Cr-Cash (ACCL. NO. 73L) oo e e ee e et e e sne e e e anneeeennees 99,000

b) To record the receipt of the first monthly payment: the recognition of income at the effective rate,
the accretion of discount (the difference between income at the pass-through rate and income at
the effective rate), and the return of principal.

Dr.-Cash (ACCE. NO. 73L) ...ueiiieiiiieeie et $877.75
Dr.-Discount on Held-to-
Maturity Securities (ACCt. NO. 741.1) ..oooueieiieeeiee e 157
Cr.-Income on Federa
Agency Securities (ACCE NO. 122) .....ccovieeeiecieseeie e e ettt nns $834.90
Cr.-Held-to-Maturity
SECUNMTIES (ACCE. NO. 74L) ..eeeieeee ettt et e et e e ene e e s e e e 44.24

c) Torecord thereceipt of the second monthly payment: the recognition of income at the effective rate,
the accretion of discount (the difference between income at the pass-through rate and income at the
effective rate), and the return of principal.

Dr.-Cash (ACCE. NO. 73L) ..cueiiuiiiiiieeie e $877.57
Dr.-Discount on Held-to-
Maturity Securities (ACCt. NO. 741.1) ..oooueieiee e 1.56
Cr.-Income on Federa
Agency Securities (ACCE. NO. 122) .....ccovieeeiecie e e e e et nas $834.52
Cr.-Held-to-Maturity Securities
(ACCE. IND. TAL) oottt ettt e bt e st e e e sbe e e e nneennens 44.61

If the credit union holds this investment to maturity, they should receive afull return of principal plus
interest.

If thereisasignificant changein prepayment assumptions on the underlying pool of mortgages, i.e., the
underlying mortgages are paying significantly faster or dower than anticipated, the carrying value must be
adjusted to reflect the change in prepayment rate.

This adjustment is accomplished by discounting the cash flows received to date, plus the cash flows the
credit union anticipates to receive in the future based on the new prepayment assumptions back to the
original purchase date to determine the new anticipated yield. The new yield thus calculated isthen
applied from date of purchase to calculate what the carrying value of the security would be today had the
new yield been applied since purchase.
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The booked carrying value is then adjusted through current period income to reflect the adjusted carrying
value and the amortization is continued at the new effective rate.

6060.6.2 COLLATERALIZED MORTGAGE OBLIGATIONS(CMOs)

A CMO isamulti-class bond issue collateralized by whole mortgage loans or mortgage passthrough
securities. The cash flows of the underlying mortgages are used to make the principal and interest
payments on the bonds.

The key difference between a conventional mortgage pass-through security, such as a Government
National Mortgage Association (Ginnie Mae) pass-through, and a CMO isin the distribution of principal
payments. With a conventional pass-through, the interest and principal payments received each month
from mortgage holders are passed through to all security holders on a pro rata basis. Because of prepay-
ments, the pass-through’ s cash flows tend to be irregular and widely dispersed over time. The security
remains outstanding for as long as any of the mortgages in the underlying mortgage pool are outstanding
(up to 30 years where the pass-through is backed by long-term mortgages).

The CMO structure substitutes sequential retirement of bonds for the pro rata return of principal found in
the pass-through, the result of which isto create mortgage-backed securities with short, intermediate and
long-term maturities.

Typically, the first class of CMO bonds receives al principal generated by the issue until it is completely
retired; then the second class begins to receive principal until it isretired and so on. Interest ispaid on all
outstanding bonds unless they are accrual or “Z” bonds.

The typical CM O has been characterized by four classes (or tranches) with the fourth class often being a
“Z” bond. The second and third classes receive level interest payments in accordance with their stated
coupon rates, while thefirst class pays down. Then the third class continuesto receive level interest
payments until the second classis paid down and so forth. The fourth class, the “Z” bond, accruesits
stated interest rate as an addition to itsinitial face value until all of the previous classes have been retried.

Once al of the previous classes have been retried, the “Z” bond becomes a pass-through instrument.
Principal and interest, based on the accrued principal amount, isthen paid to the holders until the “Z”
bond is completely paid down, at which point the CMO is closed.

CMO' s have been issued by the Federal Home Loan Mortgage Corporation (Freddie Mac) and the Federal
National Mortgage Association (Fannie Mae) and have a so been privately issued by securitiesfirms,

S& L’s, mortgage bankers, home builders, and life insurance companies. A federal credit union may invest
in CMO'’sissued by Freddie Mac or Fannie Mae and privately-issued CM O’ s as defined by Section
3(a)(41) of the Securities Exchange Act of 1934.

HRST in Relation to Available-for-sale. GAAP interpreted in light of NCUA Rules and Regulations part

703 may have the practical effect of requiring credit unionsto classify most collateralized mortgage
obligations (CMOs) as “available-for-sale” necessitating marking to fair value. The part 703 “high risk
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security test”, (HRST) which may precipitate divestiture of a CMO, may be viewed as hindering a credit
union’ s ability to successfully assert they have both the “intent and ability to hold-to-maturity” whichis
necessary under GAAP to defend a hold-to-maturity classification. The hold-to-maturity classification
permits measurement at amortized cost. Lacking the ability to hold-to-maturity, and in the absence of
Trading intent, the CMO must be classified as* available-for-sale”.

At one point, FASB had taken the position that the application of divestiture policies may not remove the
uncertainty about whether, from an auditor’s standpoint, a credit union’s regulators might in future years
seek the divestiture of a mortgage derivative security that is currently or later becomes “high-risk”. Thus,
auditors may conclude that the more detailed explanation of divestiture is not sufficiently workable for
them to accept a credit union’s designation of “non high-risk mortgage securities’ as held-to-maturity
securities for reporting purposes. Those credit unions not seeking a CPA’s opinion on their financial
statements will have to support a CMO classification other than available-for-sale or trading by estab-
lishing a defensible and persuasive case that they have the intent and ability to hold-to-maturity consistent
with the requirements of GAAP.

Regulations require that afederal credit union shall not have high-risk securitiesin its portfolio, unless
they are being used solely to offset interest-rate risk and, for that reason, divestiture may become neces-
sary. Theregulatory language explainsthat “. . .NCUA will address divestiture situations on a case-by-
case basis. . . existing policies and procedures permit NCUA and the affected credit union to develop a
liquidation plan appropriate to the circumstances of the case. The plan would take into account all
relevant factors, including the dollar amount of the security, the remaining time to maturity, and the
likelihood that the security may again pass the high-risk security test at a future testing date. . .” Safety
and soundness risks can arise from the size of a credit union’s holding of high-risk mortgage securitiesin
relation to its capital and earnings, management’ s inability to demonstrate an understanding of the nature
of the risks inherent in the securities, the absence of internal monitoring systems and other internal
controls to appropriately measure the market and cash flow risk of these securities, or management’s
inability to prudently manage its overall interest rate risk or similar factors.

NCUA will continue to study its security regulations and supervisory policy statements governing credit
union securities to grant credit unions the full discretion they need to best manage their resources within
safe and sound boundaries. The automatic transfer of a CM O classified as held-to-maturity to available-
for-sale upon failing the HRST may not be required. For example, in rare cases where the “divestiture
plan” approved lay NCUA permitsthe holding of the CM O until maturity, the automatic transfer to
available-for-saleis not necessary. The provisions of GAAP will govern the classification and accounting
treatment of security portfolios. The designations of securities under GAAP and the required documenta-
tion shall be among the matters reviewed as part of any external audit of a credit union.

Illustrative Entries

Suppose a credit union invested $92,128.55 in the second tranche of a CM O valued at $100,000. The
credit union hasthe ability to hold the investment to maturity and the intent to hold it for the foreseeable
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future. The estimated life of the second tranche of the CMO is 6 years with receipt of interest only for 3
yearswhilethe first tranche receives principal and interest payments and receipt of principal and interest
payments for the next three years. The pass-through rate of interest is stated as 7% and the annual effec-
tiveyield to maturity is expected to be 9.1936%. (Note: Thisillustration assumes no significant changes
in prepayment assumption from the purchase date to maturity, therefore, periodic adjustmentsto the

investment carrying value are not illustrated.)

a) The credit union’s entry at the point of purchase.

Dr.-Held-to-Maturity Securities

(Aot o N o M 1 $100,000.00
Cr.-Discount on Held-to-

Maturity Securities

(Aot A o M2 ) RSP $7,871.45

Cr.-Cash (ACCL. NO. 73L) oo 92,128.55

b) To record the receipt of the first monthly payment: the recognition of income at the effective rate,
the accretion of discount (the difference between income at the pass-through rate and income at
the effective rate) and the receipt of income at the pass-through rate while the first tranche is
receiving a payment of principal plusinterest.

Dr.-Cash (ACCE. NO. 73L) ..ooeeeeeiieiieeieesiee ettt $583.33
Dr.-Discount on Held-to-
Maturity Securities (ACCt. NO. 74L1.1) ..oocueiieeeeeeee e 122.50
Cr.-Income on Federa
Agency Securities (ACCE. NO. 122) .....cceeeeiiiieieeie e e se e e see e ee s sae e nee e eeeas $705.83

¢) Torecord thereceipt of the second monthly payment: the recognition of income at the effective rate,
the accretion of discount (the difference between income at the pass-through rate and income at the
effective rate) and the receipt of income at the pass-through rate while the first tranche isreceiving a
payment of principal plusinterest.

Dr.-Cash (ACCE. NO. 73L) ..ooeeeeiieiieeeesee et $583.33
Dr.-Discount on Held-to-
Maturity Securities (ACCt. NO. 74L1.1) ..coouiiieeeeeecee e 123.43
Cr.-Income on Federa
Agency Securities (ACCE NO. 122) .....ccueoeeieiieiecee st se e see e ee st ae e sae e eneas $706.76

At the end of three years when the first tranche is fully satisfied, the second tranche will become a pass-
through security and the accretion of discount using the interest method will proceed as demonstrated in
the previous section to pass-through securities. Remember, when there is a significant change in prepay-

ment assumptions (rates) the carrying value of the security must be adjusted through current period
income.
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6060.6.3 STRIPPED MORTGAGE-BACKED SECURITIES(I0’'S/PO’S)

Stripped Mortgage-Backed Securities (SMBS's) consist of two classes of securities with each class receiv-
ing adifferent portion of the monthly interest and principal cash flow of the underlying mortgage backed
securities. Initspurest form, an SMBSis converted into an interest-only (10) strip, where the investor
receives 100% of the interest cash flow and a principal-only (PO) where the investor receives 100% of the
principal cash flow.

All 10’'sand PO’ s have highly volatile price characteristics based on changes in the prepayment pattern of
the underlying mortgages and consequently on the maturity of the stripped security. Generaly, 10’ s will
increase in value when interest rates rise. Accordingly, the purchase of an 1O strip may serve to offset the
interest rate risk associated with mortgages and similar instruments held by a federal credit union.

Similarly, a PO may be useful as an offset to the effect of interest rate movements on the value of mort-
gage servicing. However, when purchasing an 10 or PO, the investor is speculating on the movements of
future interest rates and how these movements will effect the prepayment pattern of the underlying
mortgage collateral. Further, those SMBS's that do not have the guarantee of a federally sponsored
agency (privately-issued SMBS'S) asto the payment of mortgage principal and interest have an added
element of credit risk.

NCUA has determined that SMBS's are not suitable investments for the vast majority of federal credit
unions. SMBS'S, however, may be appropriate holdings for federal credit unions that have highly
sophisticated and well-managed securities portfolios or mortgage portfolios. In these federa credit
unions, however, the acquisition of SMBS' s should be made only in compliance with carefully developed
and documented plans prescribing specific positioning limits and control arrangements for enforcing
those limits. These plans must be approved by the federal credit union’s board of directors and vigor-
ously enforced.

SMBS's have been issued by the Federal National Mortgage Association (Fannie Mae) and have also
been “privately-issued” to alimited degree. A federal credit union may purchase SMBS sissued by
Fannie Mae and may also purchase “privately-issued” SMBS's as defined in Section 3(a)(41) of the
Securities Exchange Act of 1934.

Illustrative Entries

Assume acredit union purchased an interest-only investment at a purchase price of 45% expecting 12%
yield to maturity. (Note: Interest-only investments are purchased at a percentage of notional value. “No-
tional value” isthe amount of principal upon which interest will be calculated. For purposes of our
example, assume a $100,000 notional value.) The credit union has the ability to hold the 10 strip to
maturity and the positive intent to hold it for the foreseeable future. The credit union will receive sched-
uled monthly cash distributions as partially detailed in the following entries.

a) Entry at purchase.

Dr.-Held-to-Maturity Securities (Acct. NO. 741) oo $45,000
Cr-Cash (ACCE NO. 731) oo eee et eee e eee e $45,000
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b) Upon receiving thefirst cash distribution:

Dr.-Cash (ACCE. NO. 73L) oot $958.33
Cr.-Held-to-Maturity Securities (ACCt. NO. 741) ...oooieiieiei et $508.33
Cr.-Income on Federal Agency Securities (AcCt. NO. 122) ........ccoviiiiiiiiiieee e 450.00

6060.7 ZERO COUPON SECURITIES

A zero coupon security isa security that makes no periodic interest payments, but instead is sold at a
deep discount to its face (par) value. The buyer of such a security realizes the rate of return by the
gradual appreciation of the security, receiving the face value of the security as alump sum payment on a
specified maturity date.

Because zero coupon securities bear no interest, they are among the most volatile of all fixed income
securities. Since holders of zero coupon securities do not receive interest payments, these securities fall
more dramatically than bonds paying interest on a current basis when interest rates rise.

On the other hand, when interest rates fall, zero coupon securities rise more rapidly in value because the
bonds have locked in a particular rate of reinvestment that becomes more and more attractive as rates fall
further. The greater the number of years a zero coupon bond has until maturity, the less the investor has
to pay for it and the more leverage the investor has at work for him.

For instance, a bond that maturesin 5 years may double in value while a bond that maturesin 25 years
may increase in value 10 times, depending on the interest rate of the bond.

There are various kinds of permissible zero coupon ties for federal credit unions. These include STRIPS
which were created to fill a growing demand for zero coupon Treasury securities. STRIPSis an acronym
that reflects investor jargon for the practice of “stripping” the coupon from a bond (corpus) and selling
the corpus and interest payments separately.

With STRIPS, any depository institution buying Treasury securities can request that each semiannual
interest payment and principal be registered as a separate security by the Federal Reserve Bank. Because
purchasers of these securities receive no periodic interest payments, STRIPS are considered zero coupon
securities.
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Illustrative Entries

Assume a credit union purchased a $1,500,000 zero coupon bond for $534,000 expecting an effective
yield of 10.6% to maturity in 10 years. Assume also that the credit union hasthe intent and ability to hold
the zero to maturity.

a) The credit union’s entry at the point of purchase.

Dr.-Held-to-Maturity Securities

(ACCE. NO. 74L) ettt nae e $1,500,000
Cr.-Discount on Held-to-

Maturity Securities

(ACCE. NO. TAL.L) oottt e e teenteenneeeneeenneens $966,000
Cr.-Cash (ACCL. NO. 73L) ...eeeiieeeecie ettt e e ae s nneas 534,000

b) Torecord the receipt of the first semiannual accretion of discount:

Dr.-Discount on Held-to-
Maturity Securities (Acct. NO. 741.1) .....cccoeveeveeieeireieseeee e $28,302
Cr.-Income on Federa
Agency Securities (ACCE. NO. 122) .....ccovveiieiieieseee e se e e e $28,302

c) Torecord the receipt of the second semiannual accretion of discount:

Dr.-Discount on Held-to-
Maturity Securities (ACCt. NO. 742.2) ......ccoecueveeieireieseeiee e $29,802
Cr.-Income on Federa
Agency Securities (ACCE. NO. 122) .....ccccveiiereeie e se e $29,802

Notice that after the first year, the carrying value of the zero coupon bond has grown from $534,000 to
$592,104.

6060.8.1 ACCOUNTING FOR MUTUAL FUNDSAND UNIT INVESTMENT TRUSTS

6060.8.1.1 ACCOUNTING FOR MUTUAL FUNDS

When a credit union invests in amutual fund, it purchases a number of shares (units) in the fund gener-
aly paying a broker’s commission or load fee as part of the purchase price. The fund invests the pro-
ceeds from the sale of sharesin a portfolio of securities to be held and /or traded for profit.

The broker’ sfee or commission is passed on to the broker securing the sale. Each mutual fund investors

share/unit in the mutual fund isworth an amount cal culated based on the total market value of the number
of outstanding unitsin the fund. Thisvalue per share is known as the net asset value per share. (NAV).
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The NAV of ashare/unit in the fund fluctuates periodically based on the changing market value of the
underlying ties in the mutual fund portfolio, as well as the natural change in the value of the portfolio,
inherent in continually buying and selling securities.

Generally, asinterest rates fall, the value of the underlying securities in the mutual fund portfolio

rises and, likewise, the NAV per share increases; conversely asinterest ratesrise, the value of the underly-
ing securitiesin the mutual fund portfolio decreases and, likewise, the NAV per sharedrops. Thus, the
credit union investor’'s NAV per share drops. The credit union’s NAV per shareis dynamic, rising and
falling with interest rates and the changing securities market.

Generally accepted accounting principles (GAAP) provide that certain equity securities should be ac-
counted for astrading or available for sale at fair value. Fair value for trading accounts is booked through
income; fair value for available for sale securities is debited/credited through a separate component of
equity in the statement of financial condition.

Illustrative Entry:

Assume acredit union purchased shares/unitsin three different mutual funds asfollows:

1/13/91 Fund A - 10,000 shares @ $10.00 per share
2/05/91 Fund B - 10,000 shares @ $8.00 per share
3/20/91 Fund C - 4,000 shares @ $16.00 per share

The accounting entries made on the credit union’s books at the time of purchase are detailed below. The
broker’s commission (loan fee) isincluded in the quoted share/unit purchase price.

Dr.-Available-for-Sale Securities
(Acct. No. 743) $245,000
Cr-Cash (ACCL. NO. 73L) ooeeeeeeere ettt st eenaesneeneas $245,000

To continue the exampl e, at the quarter ending 3/31/91 when the credit union is closing its books but prior
to paying dividends to its members, the credit union needs to adjust the mutual fund investmentsto the
LCM. Assume that the 3/31/91 market values of the three funds are as shown in the table below:

Current

Origina Market Gainor

Mutual Fund Cost Value (Loss)
A $100,000 $ 95,000 ($5,000)

B 80,000 80,000

C 65,000 62,000 (3,000
$245,000 $237,000 ($8,000)

(A) (B) (B-A)
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Although, the funds were purchased during the quarter for atotal of $245,000, the fair value of the funds
in aggregate at 3/31/91 has declined to $237,000. Therefore, the credit union should adjust the carrying
value of its mutual fund investments downward to the current fair value.

Dr.-Accumulated Unreadlized
Gaing/Losses on Available-for-
Sale Securities (ACCt. NO. 945) ..o $8,000
Cr.-Available-for-Sale Securities
(N ox B N[ T2 TSR $8,000

(Account 945 must be netted with Account 940, Undivided Earnings, before the credit union declares
dividends.)

Assume during the second quarter, the mutual fundsin aggregate increase in value. Assume that at the end
of the second quarter, 6/30/91, when the credit union closes their books and before paying dividends, the
mutual funds are valued asfollows:

Current
Baance Current
Origina Sheet Market Gainor
Mutual Fund Cost Vaue Vaue (Loss)
A $100,000 $ 95,000 $104,000
B 80,000 80,000 82,000
C 65,000 62,000 62,000
$245,000 $237,000 $248,000 $11,000
(A) (B) (B-A)

In this case the entry would be:

Dr.-Available-for-Sale Securities
(ol o N (o ) S $11,000
Cr.-Accumulated Unredized
Gaing/Losses on Available-for-Sale
Securities (ACCE. NO. 945) oot $11,000

6060.8.2 ACCOUNTING FORUNIT INVESTMENT TRUSTS

A unit investment trust is an investment vehicle that purchases a fixed portfolio of income-producing
securities, such as Treasury bonds or mortgage backed securities. Units of the trust, which usually cost at
least $1,000.00, are sold to investors by broker/dealers for a sales charge which may range up to 5% of
the total dollar amount of the purchase.
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With a unit investment trust, investors own an undivided interest in the principal and interest portions of
the portfolio in proportion to the amount of money they invest. Usually, the portfolio of securities
remains fixed until all the securities mature and unit holders have recovered their principal. Most broker/
dealers maintain a secondary market in the units they sell, so that the units can be resold if necessary.

Unlike mutual funds, the underlying portfolio remainsfixed until al of the securities have matured.
However, similar to mutual funds, a credit union cannot control the securities placed into the trust by the
underwriter or the disposal of individual portfolioissues. Accordingly, NCUA has adopted the regul atory
accounting practice of requiring credit unionsto record unit investment trusts in the same manner as
mutual funds, i.e., at fair value through equity.

6060.9 PUT OPTIONS

Increased real estate lending by federal credit unions has led to increased risksrelated to the interest rate
sensitivity of such loans and their longer terms. Under Part 701.21(i) of the NCUA Rules and Regula-
tions, afederal credit union may purchase put options on Government National Mortgage Association
(GNMA), Federal National Mortgage Association (FNMA), and Federal Home L oan M ortgage Corpora-
tion (FHLMC) securitiesin order to manage interest rate risk for real estate |oans produced for sale on the
secondary mortgage market.

When purchasing a put option, afederal credit union acquiresthe right to sell a certain security at a
specified price within a particular period of time. There are two parties to the put option agreement:

a) The“holder” (the credit Union) who, in exchange for paying an up front fee, acquires the right to
sell the security in accordance with the option contract.

b) The“writer” (another party) who, in exchange for receiving an up front fee, must stand ready to
purchase the security on demand by the holder, in accordance with the terms of the option con-
tract.

Because the market value of a put option on aGNMA, FNMA, or FHLMC security may be expected to
rise with an increase in market interest rates, such an option is considered “term insurance” against an
increase in market interest rates from the time the rate is committed to the member during loan applica-
tion to the time the loan is sold on the secondary market.

Under the regulation, afederal credit union may purchase put optionsif:

a) Therelated loans areto be sold on the secondary mortgage market within 90 days of closing;

b) The positions are entered into through a contract market designated by the Commaodity Futures
Trading Commission or with a primary dealer in government securities;

c) The positions are entered into through written policies that meet the minimum reguirements
contained in the regulation; -

d) The credit union has received permission from the appropriate Regional Director to engage in
options transactions; and
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€) The transactions are accounted for in accordance with standards established under GAAP to the
extent not inconsistent with NCUA Board instructions.

6060.10 OBJECTIONABLEINVESTMENT PRACTICES

Federal credit union directors are responsible for prudent administration of investmentsin securities. An
investment portfolio traditionally has been maintained to provide earnings, liquidity, and a means of
diversifying risks.

When investment transactions are entered into in anticipation of taking gains on short-term price move-
ments, the transactions are no longer characteristic of prudent investment activities and should be con-
ducted in a securities trading account. Securities trading of the types described in this section will be
viewed as unsuitable activities when they are conducted in afinancial institution’s investment account.
Securities trading should take place only in a closely supervised trading account and be undertaken only by
ingtitutions that have the expertise and strong capital and current earning positions.

Trading in the investment portfolio is characterized by ahigh volume of purchase and sale activity, which,
when considered in light of ashort holding period for securities, clearly demonstrates management’ s intent
to profit from short-term price movements. In thissituation, afailureto follow accounting and reporting
standards applicable to trading accounts may result in amisstatement of the financial ingtitution’ sincome
and afiling of false regulatory reports and other published financial data.

It isan unsafe and unsound practice to record and report holdings of securities that result from trading
transactions using accounting standards which are intended for investment portfolio transactions; there-
fore, the discipline associated with the accounting standards applicable to trading accounts is necessary.
Securities held in trading accounts should be marked to market periodically with unrealized gains or
losses recognized in current period income. Prices used in periodic reevaluations should be obtained
from sources that are independent of the securities dealer doing business with the institution.

The following practices are considered to be unsuitable when they occur in afinancial ingtitution’s
investment portfolio.

Gains Trading-"Gains trading” is a securities trading activity conducted in an investment portfolio. often
termed “active portfolio management.” “Gainstrading” is characterized by the purchase of a security as
an investment and the subsequent sale of that same security at a profit within several days or weeks.
Those securities initially purchased with the intent to resell are retained as investment portfolio assets if
they cannot be sold at a profit. These “losers’ are retained in the investment portfolio because investment
portfolio holdings are accounted for at cost, and losses are not recognized unless the security is sold.
“Gainstrading” often resultsin a portfolio of securities with extended maturities, lower credit quality,
high market depreciation and limited practical liquidity.

In many cases, “gains trading” hasinvolved the trading of “when-issued” securities and “ pair-offs’ or

“corporate settlements’ because the extended settlement period associated with these practices allows
speculators the opportunity for substantial price changes to occur before payment for the securitiesis due.
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When-Issued Securities Trading-"When-issued” securitiestrading isthe buying and selling of securitiesin
the interim between the announcement of an offering and the issuance and payment date of these securi-
ties. A purchaser of a“whenissued” security acquiresal the risks and rewards of owning a security and
may sell the “when-issued” security at a profit before taking delivery and paying for it.

Frequent purchases and sales of securities during the “when-issued” period generally are indications of
trading activity and should not be conducted in a credit union’sinvestment portfolio. Federal credit
unions engaging in when-issued securities trading must follow NCUA's regulation on cash forward
agreements.

Pair-Offs-A “pair-off” isa security purchase transaction which is closed out or sold at, or prior to, settle-
ment date. As an example, an investment portfolio manager will continue to purchase a security; then,
prior to the predetermined settlement date, the portfolio manager will “pair-off” the purchase with a sale of
the same security prior to, or on, the original settlement date. Profits or losses on the transaction are
settled by one party to the transaction remitting to the counter party the difference between the purchase
and sale price.

Like"“when-issued” trading, “ pair-offs’ permit speculation on securities price movements without paying
for the securities. Pair-off transactions using cash forward agreements are impermissible for federal credit
unions. According to NCUA’s regulation, cash forward agreements (settlement occurring between 30-120
days) must be settled on a cash basis.

Corporate Settlement on US. Government and Federal Agency Securities Purchases-Regular-way
settlement for transactionsin U.S. Government and Federal agency securitiesis one business day after the
trade date. Regular-way settlement for corporate securitiesis five business days after the trade date. The
use of a settlement method (5 business days) for U.S. Government securities purchases appears to be
offered by dealersin order to facilitate speculation on the part of the purchaser.

Repositioning Repurchase Agreements-Deal ers who encourage speculation through the use of “pair-off”,
“when-issued” and “corporate settlement” transactions often provide the financing at settlement of
purchased securities which cannot be sold at a profit. The buyer purchasing the security pays the dealer a
small “margin” that is equivalent roughly to the actual lossin the security. The dealer then agreesto fund
the purchase by buying the security back from the purchaser under aresale agreement. Apart from
imprudently funding a longer-term, fixed-rate asset with short-term, variable-rate source funds, the
purchaser acquires all the risks of ownership of alarger amount of depreciated securities for a very small
margin payment. Purchasing securities in these circumstancesis inherently speculative and is awholly
unsuitable investment practice for credit unions.

6060.11 INVESTMENT TRADING POLICIES

The board of directors of afederal credit union that intends to engage in securities trading should develop
and adopt awritten trading account policy that includes, at a minimum, the following provisions:

a) Individuals who have purchase and sale authority;
b) Trading account size limitations;

c) Allocation of credit union’s cash flow to trading accounts,
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d) Stop-loss or sale provisions,

e) Doallar-size limitations of specific types, quantities and maturities to be purchased;

f) Monthly market price adjustments;

g) Limitson thelength of time an investment may be inventoried in the trading account;

h) Monthly reportsto the Board of al purchase and sale transactions and the resulting gain or loss to
be reported on an individual basis. Purchases and sales shall be reported at trade date;

i) A prohibition against the use of abroker/ securities dealer in purchase or sales transactions unless,
prior thereto, the credit union hasin its files evidence of the broker/dealer’ s financial responsibil-
ity and capability, and management has made reasonable inquiries concerning the broker/ dealer’s
reputation;

j) A requirement that any security purchased for trading purposes will be recorded at market value on
the trade date; and

k) Requirementswith respect to securities transfers between the credit union’ sinvestment and trading
accounts:

1) The securities being transferred shall be revalued to the current fair value;

2) That any adjustment in connection with transfer of a security shall be accounted for consistent
with section 6060.1.4, “ Transfers Between Categories’.

3) No transfers shall be made between categories unless transfer of the security is consistent with
previoudy established investment portfolio policies and objectives. Such transfers are
unusual and should be rare.

6061 INVESTMENT CONSIDERATIONS

6061.1 RESPONSIBILITY

The board of directorsis responsible for the investment of credit union funds, other than loans to mem-
bers, in accordance with Section 113 of the Federal Credit Union Act (Act). In general, these investments
are limited to those authorized by Section 107(7), 107(8) and 107(15) of the Act. Additionally, Part 703
of the National Credit Union Administration Rules and Regulations and various NCUA Interpretive
Ruling and Policy Statements impose additional limitations and/or requirements.
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The board of directors must establish policies and procedures to ensure that the credit union’s overall
financial objectives are being met and that the investment program will provide adequate liquidity, safety
and yield to the credit union. To achieve these goals, the board will need to give attention to the follow-
ing investment considerations:

A federal credit union’s ability or inability to make a quick decision to purchase or sell an investment
could result in again or loss of thousands of dollars. By the sametoken, aquick decisiontoinvestina
security or enter into a transaction that management does not understand could result not only in potential
losses, but also long-term liquidity problems.

A sound investment policy facilitates purchases and sales of securities while assuring their safety. Each
security, investment and type of transaction should be analyzed, approved by the board of directors and
formally addressed in the investment policy manual. The investment policy should consider the following:

a) U.S. Government and federal agency securitiesvary in guarantee, yield, interest rates and maturi-
ties. Some may not meet the overall needs and objectives of the credit union. The investment
policy should list disapproved, as well as approved investments. Any new issue should be pre-
sented to the board with an appropriate prospectus and background information before decisions
are made.

b) Shares, deposits, or investments in savings and loan associations, banks and credit unions may
present arisk not generally recognized, especially when investments exceed insured limits. A
thorough review of these institutions' financial statements beforeinvestment should disclose any
undue risk, and periodic review after the investment should be required. The manual should aso
specify any limitation or restriction of these investments.

c) All other investments should be reviewed on an individual basis and cited in the investment policy.
A sound investment policy addresses the need to facilitate purchases and sales of securities and to
enter into safe investment transactions. 1n many credit unions, this means delegating the responsi-
bility for individual approvalsto either an executive or investment committee. This should be done
carefully. Theright to delegate is not theright to abdicate. Clear written guidelines outlining the
delegated authority will ensure that the board’ s policies are carried out.

In some cases, an individual may be authorized to invest or divest fundsin specific investments on a
continuing basis, such asin a common trust whenever the checking account balance isin excess of a
specified balance. Additionally, an individual may be assigned to advise a broker of the board’ s decision
to purchase an investment or to sign documents. Investment policy should make clear that these responsi-
bilities are not a“ carte blanche” authorization to invest credit union funds.

The type of funds management employed by a credit union depends upon its size, resources, volume of
activity, and management expertise. Generally, the more detailed the concept, the better control the credit
union has over its ability to meet member needs.

6061.2  SPECIAL CONSIDERATIONS

There are certain factors which must be considered when integrating investment policy into overall goals

and objectives. These factors are liquidity, safety and yield.
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6061.2.1 LIQUIDITY

Investment policy must be flexible enough to alow for changes in the balance sheet items that represent
member needs, i.e., shares and loans. As such, investment practices can be considered a function of share
and loan behavior. Each time there is a shift in either share or loan volume, there may exist aneed to
shift investment strategy.

Suppose, for example, the board of directors decides to expand loan policies by offering longer term
loans to meet member needs. Thiswill result in a slower turnover of funds, and thus will expand the loan
portfolio. If share deposits cannot be expected to meet the increased |loan demand, investment policies
must reflect achange. In this case, the credit union would probably shorten investment maturities to meet
the expected |oan demand.

Another factor which would affect Liquidity isthe movement and direction of interest rates. Asthey
increase, the value of long-term securities decreases. Thus a credit union with long-term securities during
aperiod of increasing interest rates would become illiquid unless the loss incurred through their sale
could be absorbed.

6061.2.2 SAFETY

Despite being limited by law to investmentsthat are primarily guaranteed asto principal and interest,
certain investment risks do exist for Federal credit unions. Theserisksinclude:

a) Market risk-a possible reduction in value resulting from changesin market demand.

b) Interest rate or maturity risk-a possible reduction in value resulting from increasesin interest rates.

c) Credit risk-apossible lossif the issuer of an investment defaults. (This could result from impru-

dent investments in savings and loan associations and banks in excess of insured limits, or invest-
mentsin credit unions.)

d) Price-level risk-apossible reduction in purchasing power of the dollar as aresult of inflation.
Federal credit unions can reduce investment risks by fully evaluating each type of investment prior to
purchase, including the issuer, analyzing the financial condition and reputation of any intermediary to the
transaction, such as a broker/dealer; and diversifying the investment portfolio by type, maturity, geo-
graphical location, guarantor, etc.

6061.2.3 YIELD
Only after liquidity and safety are considered should investment analysis center on yield. Asagenera
rule, investments with higher risk factors and greater price volatility command the greater yield. Thusthe

potential for greater income must be weighed very carefully against the risks of reduced liquidity and/or
potential losses.
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6061.3 AUTHORIZED BROKER/DEALERS

The credit union’sinvestment policies should identify all institutions and deal ers/brokers with whom the
board of directors and/or investment committee/officer are authorized to transact investments. Approval
of institutions and dealers/ brokers should be preceded by a thorough analysis of their financial stability,
services provided, responsiveness, and reputation. The credit union should formalize its relationship with
investment institutions and specifically identify which credit union officials are authorized to transact
credit union investments. Contractual arrangements with investment institutions should be reviewed at
least annually. Additional information and guidance relative to the selection of securities dealersis
contained in NCUA Interpretive Ruling and Policy Statement No. 88-1; Policy on Selection of Security
Dealersand Unsuitable Investment Practices.

60614 REPORTING REQUIREMENTS

The investment policy should specifically state the types of reports required by the board to make invest-
ment decisions. These reports may include a summary of investments by type, maturity, size or concen-
tration. Additionally, executive and/ or investment committees should prepare a monthly list of all
investments which they authorized and any significant occurrences during that period.

6061.5 INTERNAL CONTROLS

Theinvestment policy should require that adequate internal controls are established to separate the respon-
sibilitiesfor approving, disbursing, reconciling and accounting for investment activities. A flow chart
depicting these responsibilities may be needed.

6061.5.1 SURETY ASPECTS

The investment policy should give consideration to the maximum amount of coverage and other possible
limitations contained in the surety bond. However, the board should not rely on the expectation of surety
coverage as a substitute for sound and prudent investment policies.

6061.5.2 SAFEKEEPING

The board should establish investment policies which will protect securities held in safekeeping. The
policies require that:

a) All securities not in the physical possession of the credit union should be held in athird party (a

bank or other financial institution) safekeeping account. A separate trust division of a bank acting
asadeder qualifiesas athird party safekeeping institution.
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b) All securities held in safekeeping account, cost and service should be considered. The broker’s
bank may be used for safekeeping services. However, safekeeping agreements should provide that
all transactions will be ordered only by a duly authorized employee or official of the credit union.
If the safekeeping ingtitution is to be used to transmit credit union funds for purchases of securities,
the agreement should provide that the fundswill not be transferred until the securities are received
by theinstitution.

In establishing a safekeeping account, cost and service should be considered. The broker’s bank may be

used for safekeeping services. However, safekeeping agreements should provide that all transactions will
be ordered only by a duly authorized employee or official of the credit union. If the safekeeping institu-

tion isto be used to transmit credit union funds for purchases of securities, the agreement should provide
that the funds will not be transferred until the securities are received by the institution.

Safekeeping services should be covered by a“bailment for hire” contract. Under this arrangement, the
ingtitution, for afee, agreesto exercise ordinary care in protecting the securities held in safekeeping.
Unless specifically covered by statute or contract, the institution is not an insurer of the securities. Itis
liable only for negligence in caring for and protecting the securities.

6061.6 PERIODICREVIEW POLICY

The investment policy should be reviewed by the board of directors at least annually. This should ensure
that policies and procedures are kept current and that the officials remain in control of the investment
program.

6070 FIXED ASSETS

6070.1 FCUOWNERSHIPOF FIXED ASSETS

Federal credit unions have the power to purchase, hold and dispose of property necessary or incidental to
their operations. However, Section 701.36 of the National Credit Union Administration Rules and
Regulations places some limitations on amounts which may be invested in fixed assets and on the sources
from which real property can be acquired without prior approval of the National Credit Union Adminis-
tration Board.

6070.2  AMOUNT OF INVESTMENTSIN FIXED ASSETS
Prior approval of the National Credit Union Administration Board is required before any federal credit
union having $1,000,000 or more in assets may invest in fixed assets if the aggregate of all such invest-

ments exceed 5 percent of shares and retained earnings. Section 701.36 of the NCUA Rules and Regula-
tions defines shares to mean all savings (regular shares, share drafts, share certificates, other shares)
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and retained earnings to include the regular reserves, reserve for contingencies, supplemental reserves,
reserves for losses, and undivided earnings. For example, afederal credit union with total shares and
retained earnings of $3,000,000 cannot invest more than $150,000 in fixed assets without the National
Credit Union Administration’s approval.

If afederal credit union desiresto invest in fixed assets exceeding 5 percent of its shares and retained
earnings, Section 701.36 of the NCUA Rules and Regulations, requires that the federal credit union
submit such statements and reports as the NCUA regional director may require in support of the invest-
ment. These investments and reports should include but will not be limited to, the following:

a) The purpose of investing in the fixed assets, and a narrative describing how the fixed assets will
enhance the credit union’s overall operation. For example, if a building is to be purchased or
leased, the narrative would include such items as the amount of increased floor space, a plan
detailing how the additional floor space will be utilized, comments concerning accessibility of the
new location by the current field of membership, and comments on how the purchase will be
financed.

b) Thecredit union’sratio of fixed assetsto total shares and retained earnings with and without the
proposed investment, and the percentage increase in fixed assets that the proposed investment
represents.

¢) Estimated additional monthly operating costs and the estimated loss of investment income that
will result when investments are used to purchase a fixed asset.

d) A cashflow analysis with and without the proposed investment in order to determine what impact
the investment will have on liquidity.

€) A narrative addressing the impact that local economic factors will have on the credit union’s
performance based upon the assumption that the proposed investment will be approved.

f) A current balance sheet and income statement.

g) Projected year-end balance sheets and income statements for the next 5 consecutive calendar
years. Projections should be based on growth rates that can be redlistically attained, and reflect the
impact of the fixed asset investment. The assumptions used to devel op the projections need to be
made a part of the balance sheets and income statements.

If the regional director determines that the proposal will not adversely affect the credit union, an aggre-
gate dollar amount or percentage of assets will be approved for investment in fixed assets. Once such a
limit has been approved, and unless otherwise specified by the regiona director, afederal credit union
may make future acquisition of fixed assets provided the aggregate of all such future investmentsin fixed
assets does not exceed an additional 1 percent of the shares and retained earnings over the amount
approved.

Federal credit unions shall submit their requests to the National Credit Union Administration’s regional
office having jurisdiction over the geographical area in which the credit union’s main office is located.
The regional office shall inform the requesting credit union in writing of the date the request was re-
ceived. If the credit union does not receive notification of the action taken on its request within 45
calendar days of the date the request was received by the regional office, the credit union may proceed
with its proposed investment in fixed assets.
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6070.3 PREMISES

When real property is acquired for future expansion, at least partia utilization should be accomplished
within areasonable period, which shall not exceed 3 years, unless otherwise approved in writing by the
National Credit Union Administration. After rea property for future expansion has been held for 1 year,
aboard resolution with definitive plans for utilization must be available for inspection by an NCUA
examiner.

Investments in premises should be recorded on the credit union’s books at historical costs. Historical cost
isthe actual amount paid at the date of acquisition, including all normal expenditures of readying an asset
for use. The cost of land shall be carried on the books of the credit union in an account separate from the
cost of improvements thereon. Unless otherwise approved in writing by the National Credit Union
Administration Board, the cost of improvements shall be amortized over their estimated useful life,
through periodic charges to depreciation expense, such as straight-line or declining balance methods. The
reverse sum-of-the-years digits method is not acceptable. The estimated useful life shall conform to
guidelines prescribed by the National Credit Union Administration Board. Refer to Section 4050.4,
Account No. 772, “Building,” in this manual for alisting of acceptable useful livesfor buildings.

For purposes of determining the periodic depreciation charge, it is recommended that the salvage value be
limited to 10 percent of the cost of the depreciable property (excluding the cost of land) unless a higher
salvage value is determined by an independent qualified appraiser at the time of acquisition.

For premises being acquired through alease agreement refer to Section 6080, Accounting for Leases, in
this manual.

A federal credit union shall endeavor to dispose of *abandoned premises’ at a price sufficient to reim-
burse the credit union for its investment and costs of acquisition. Current documents must be maintained
reflecting the credit union’ s continuing and diligent efforts to dispose of “abandoned premises.” After
“abandoned premises’ have been on the credit union’s books for 4 years, the property must be publicly
advertised for sale. Disposition must occur through public or private sale within 5 years of abandonment,
unless otherwise approved in writing by the Administration.

60704  PROHIBITED TRANSACTIONS
With the exception of a short term informal lease agreement (maturity less than 1 year) no federal credit
union may acquire or lease premises without the prior written approval of the Administration from any of
the following:

a) A director, member of the credit committee or supervisory committee, official or employee of the

federal credit union, or immediate family member of such director, member of the credit commit-
tee or supervisory committee, official or employee.
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b) A corporation in which any director, member of the credit committee or supervisory committee,
official or employee, or immediate family member of such director, member of the credit commit-
tee or supervisory committee, official or employee, is an officer or director, or has a stock interest
of 10 percent or more.

c) A partnership in which any director, member of the credit committee or supervisory committee,
official or employee, or immediate family member of such director, member of the credit commit-
tee or supervisory committee, official or employee is a general partner, or alimited partner with
an interest of 10 percent or more.

6070.5 FURNITURE, FIXTURESAND EQUIPMENT

Investments in furniture, fixtures, and equipment should be recorded on the credit union’s books at
historical cost. The cost of the computer hardware and software should be carried on the books of the
credit union in a subsidiary account separate from other items of furniture, fixtures, and equipment.

The cost of furniture, fixtures, and equipment shall be amortized over the estimated useful life through
periodic chargesto depreciation expense using any of the generally accepted methods of depreciation,
except the reverse sum-of-the-years digits method.

Refer to Section 5120.2 of this Accounting Manual for alisting of acceptable uses for furniture and
equipment.

6070.6 DEPRECIATION OF FIXED ASSETS

6070.6.1 STRAIGHTLINE

Thismethod isthe most popular among credit unions. The remaining amount is divided by the useful life
of the asset, and that amount is the yearly depreciation expense. The amount of the depreciation will
remain the same until the asset has been depreciated down to salvage value.

Toillustrate this method, assume that the credit union purchases an asset for $10,000 with a useful life of
5years. The estimated average value of the assetsis $1,000. The yearly depreciation would be $1,800
computed asfollows:

Cost of Asset: $10,000
Less Salvage Value: 1,000
Depreciable Amount: $ 9,000
Depreciation, 19X 1 $1,800 ($9,000/5 = $1,800)
Depreciation, 19X 2 $1,800 ($9,000/5 = $1,800)
Depreciation, 19X 3 $1,800 ($9,000/5 = $1,800)
Depreciation, 19X4 $1,800 ($9,000/5 = $1,800)
Depreciation, 19X5 $1,800 ($9,000/5 = $1,800)
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If an asset is purchased or sold during the year, it becomes necessary to expense only a portion of the
yearly depreciation expense. To illustrate, assume that the above asset was purchased on October 1, 19 X
1. The amount of the expense for that first year would only be $450 ($1,800 x 3/12).

Instead of computing depreciation on ayearly basis, months can be substituted for years. Instead of
computing ayearly depreciation rate, the credit union can compute a monthly rate by dividing the cost of
the asset (less salvage value) by the number of monthsin the useful life. In the above example, the
monthly rate of depreciation would be $150, ($9,000 / 60 months = $150).

6070.6.2 SUM OF THE YEARSDIGITS

This method is designed to provide more depreciation expense in the first few years of ownership and less
in the last few years. Thisis called an accelerated method of depreciation. It is most useful in leveling
out expenses over the life of an asset. Asan asset ages, repair and maintenance costs increase. An
accelerated depreciation method should provide high depreciation costs when repair costs are low and
low depreciation costs when repair costs are high. Total costs for an asset (depreciation and repairs and
maintenance) should then remain somewhat level over itsuseful life.

To compute depreciation under the sum of the years digits method, the cost of an asset (less salvage value)
ismultiplied by afraction each year to determine that year’ s depreciation expense.

The denominator (bottom line) of this fraction is the sum of each of the years in the useful life of an
asset. If the useful life of an asset is 3, then the sum of theyearsis6 (3 + 2 + 1). If the useful life of an
asset is 4, then the sum of theyearsis 10 (4 + 3+ 2+ 1). This part of the fraction will stay the same each
year.

The numerator (top number) of this fraction is the number of years of useful life remaining for the asset.
This part of the fraction will change each year.

Example 1: Assume a $10,000 asset with a useful life of 5 years and a salvage value of $1,000. The
depreciation expense is computed as follows:

Fraction Depreciable Depreciation

Amount Amount Expense
Depreciation 19X1 5/15 $9,000 $3,000
Depreciation 19X2 4/15 $9,000 2,400
Depreciation 19X3 3/15 $9,000 1,800
Depreciation 19X4 2/15 $9,000 1,200
Depreciation 19X4 1/15 $9,000 600
Total Depreciaion $9,000
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The fractions for the following years are:

4Year 5Year 6Year
Year Useful Life Useful Life Useful Life

1 4/10 5/15 6/21
2 3/10 4/15 5/21
3 2/10 3/15 4/21
4 1/10 2/15 3/21
5 — 1/15 2/21
6 — — 1/21

Months (or quarters) may be substituted for yearsif the credit union elects to compute monthly (or
quarterly) depreciation.

When a credit union computes depreciation on ayearly basis, it becomes necessary to record only a
portion of that depreciation in the year of purchase and in the year of sale of the asset. This can be done
by months or by days.

Assume that the credit union purchases an asset on April 1, 1981. The asset, cost $12,500, has a salvage
value of $500 and a useful life of 3 years, and the credit union elects to use the sum of the years digits
method of depreciation. Since the asset was purchased one-fourth of the way through the first year, only
three-fourths of the depreciation should be taken in the first year, the remainder should be taken in the
second year. Each additional year must also be allocated as well.

Depreciable Depreciable
Year Fraction Amount Expense
1 3/6 $12,000 $ 6,000
2 2/6 12,000 4,000
3 6 12,000 2,000
Total Depreciation Expense $12,000
Calendar Year 1981 1982 1983 1984
1st year 3/4 x 6,000 4,500
1st year 1/4 x 6,000 1,500
2nd year 3/4 x 4,000 3,000
2nd year 1/4 x 4,000 1,000
3rd year 3/4 x 2,000 1,500
3rd year 1/4 x 2,000 500
Total Expense for Year $4,500 $4,500 $2,500 $500
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6070.6.3 DECLINING BALANCE

This depreciation method is also an accelerated method of depreciation providing for additional deprecia-
tion expense in the early years. Under this method, afixed percentage is multiplied by the d g balance of
the particular asset. The rate of depreciation is a number between 100 and 200 percent of the straight line
rate. Thefollowing steps should be used to determine depreciation under the declining balance method.

Facts: The credit union purchased an asset for $10,000 with auseful life of 5 years. The estimated
salvage value of the asset is $1,000.

a) Determine the straight line rate:

The straight line rate is determined by the following formula: 1 divided by the useful life of the
asset. For example, an asset with a useful life of 5 years would have a straight line rate of 20
percent.

b) Multiply the straight line rate by a percentage between 100 and 200:

Assume that a credit union wanted to use a rate of 150 percent of the straight line rate. On an
asset with auseful life of 5 years, then 150 percent of the straight line rate would be 30 percent (1
divided by 5 has a straight fine rate of 20 percent, and 150% of that rate is 30 percent).

c) Multiply the depreciation rate times the declining balance of the asset (ignoring salvage value
until the last year). To determine a years depreciation expense, multiply the depreciation rate
times the declining balance (the original cost less prior years depreciation, if any). The declining
value must never fall below the estimated salvage value of the asset. Also, in the last year of
useful life, the asset must be written down to salvage value.

Purchased 1/1/X1
Depreciation Balance

$10,000
Depreciation, 19X 1 ($10,000 x 30%) $3,000 7,000
Depreciation, 19X2 ($ 7,000 x 30%) 2,100 4,900
Depreciation, 19X3 ($ 4,900 x 30%) 1,470 3,430
Depreciation, 19X4 ($ 3,430 x 30% 1,029 2,401
Depreciation, 19X5 (Writedown to 1,401 1,000

salvage value)

Total Depreciation $9,000

In the event that an asset is purchased or sold during the year, only a portion of the year’ s expense should
be recorded. In the above example, if the asset has been purchased on July 1, 19 X 1. The depreciation for
thefirst year would be only $1,500 (6/12 x $3,000). In subsequent years, the credit union should continue
to use the 30 percent rate against the declining balance to determine the depreciation expense for the year.
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6070.6.4 COMPARISON OF THREEMETHODS

Straight Sum of the Declining

Line Year Digits Balance
Depreciation, 19X1 $1,800 $3,000 $3,000
Depreciation, 19X2 1,800 2,400 2,100
Depreciation, 19X3 1,800 1,800 1,470
Depreciation, 19X4 1,800 1,200 1,029
Depreciation, 19X5 1,800 600 1,401
Total Depreciation $9,000 $9,000 $9,000

6070.6.5 GAINORLOSSINTHE YEAR OF SALE OF AN ASSET

If an asset is sold during the year, again or loss will occur unless the asset is sold for book value (the
original cost less depreciation). In order to compute this gain or loss, the following steps should be

followed:

Record depreciation up to date. Since the asset was sold prior to year end, it is necessary to allocate
depreciation up to the date of sale.

Compute book value. The book valueisthe original cost to the credit union, plus any additions to the
asset that have not been expensed, less any depreciation taken to date. This amount is the book
value.

Determine proceeds from the sale. Thisisthe amount received by the credit union for the sale of the
asset. If the property is abandoned or given away, the proceeds will be zero. If property is
received as a part of the sale, the sale may be considered atrade-in. Trade-ins are covered in
Section 6070.6.6 (Trade-in).

Determine gain or loss. If the proceeds from the saleis greater than the computed book value, the
saleisagain. The gainisthe difference between the proceeds and the book value. The following
entry should be prepared to record the sale and remove the asset from the books of the credit
union.

Dr. - Allowance for Depreciation
of Furniture and Fixtures
(ACCL NO. 775) et XXXXX

Dr. - Cash (ACCL. NO. 73L) et XXXXX
Cr.-Furniture and Fixtures
(ACCL NO. 774) bbbt e e e ettt n e XXXXX
Cr.-Gain (Loss) on Disposition
Of ASSEIS (ACCE. NO. 430) oottt e e st e e e et e e e snee e e ennes XXXXX
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If the proceeds from the sale is | ess than the computed book value, then the saleisaloss. Thelossisthe
difference between the proceeds and the book value. The following entry should be prepared to record the
sale and remove the asset from the books of the credit union.

Dr. - Allowance for Depreciation
of Furniture and Fixtures

(ACCL NO. 775) e XXXXX

Dr. - Cash (ACCE. NO. 731)  .oeiiiiieiiee e XXXXX
Cr.-Gain (Loss) on Disposition
Of ASSELS (ACCE. NO. 430)  oooeieieeee ettt e e e ens XXXXX
Cr.-Furniture and Fixtures
(ACCL NO. T74) ettt e bt b e enas XXXXX

6070.6.6 TRADE-IN

In some cases when a new asset is purchased, the credit union will exchange or trade-in the current asset.
Thisis common with computer equipment. Unless the book value and the fair market value are equal, the
credit union must record again or loss on this exchange. This gain or loss should be computed as the
difference between the fair market value and the book value of the equipment given up. It is not adequate
to obtain the vendor’ s statement as to the fair market value of the asset. An independent determination of
the value is necessary. The following steps are used when current asset are traded:

a) Record depreciation up to date. If the asset was traded in prior to year end, it is necessary to
allocate depreciation up to the date of the trade-in.

b) Compute book value. The book valueisthe original cost to the credit union, plus any additions to
the asset that have not been expensed, less any depreciation taken to date. This amount isthe
book value.

c) Determinefair market value of the asset given up.
d) Determinegainor loss. If the book value of the asset traded-in is greater than the fair market
value of that asset, aloss has occurred. The following entry should be recorded when an asset has

been traded in for a new asset and aloss has occurred:

Dr. - Allowance for Depreciation
of Furniture and Fixtures

(ACCL. NO. 775) it XXXXX

Dr. - Furniture and Fixtures
(ACCE. NO. 774) (NMEBW)  oeeeeieeeieeiee et e e e e et e e e e e e e e et ee e e e e e e e e e nnees XXXXX

Dr. - Gain (Loss) on Disposition
Of ASSELS (ACCE. NO. 430)  oeeeieee e XXXXX
Cr.-Furniture and Fixtures
(ACCE. NO. 774) (01d) oot XXXXX
Cr.-Cash (ACCL. NO. 73L) oot XXXXX
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If the book value of the asset traded-in is less than the fair market value of that asset, a gain has occurred,
and the following entry should be recorded to reflect the trade-in of the old asset for a new asset and the
gain on the exchange:

Dr. - Allowance for Depreciation
of Furniture and Fixtures

(ACCL. NO. 775) et XXXXX

Dr. - Furniture and Fixtures
oo A o M I (= S XXXXX
Cr.-Furniture and Fixtures
(ACCE. NO. 774) (010) oot XXXXX
Cr.-Gain (Loss) on Disposition
Of ASSELS (ACCE. NO. 430) oottt et s ne e e XXXXX
Cr.-Cash (ACCE. NO. 73L) oo XXXXX

The book value of the new asset will be the fair market value of the asset given up plus any cash paid or
debt incurred.

6070.6.7 COMPOSITE DEPRECIATION METHOD

This method allows economic lives to be applied to broad classes of assets rather than to detailed items of
depreciable property. Composite or group depreciation is a process of averaging the economic lives of a
number of property units and taking depreciation on the entire group asiif it were aunit. The depreciation
rate is computed determining the depreciation for 1 year for each item or each group of similar items and
dividing the total depreciation thus obtained by the total cost or other basis of the assets. This average
rate isto be used as long as |later additions, requirements, or replacements do not substantially alter the
relative proportions of different types of assetsin the accounts. An example of the computation of a
composite rate under the straight-fine method follows:

On January 2, adesk was brought for $500. It has an estimated useful life of 10 years. A calculator was
also purchased for $500. Thelifewas5 years. Estimated salvage value was 20% of cost on both items.
The average rate of depreciation is computed as follows:

Estimated Amount Annua
Date Origina Salvage ToBe Economic Annua
Asset Acquired Cost Value Depreciated Life Depreciation
Desk 12 $ 500 $100 $400 10 $ 40
Calculator 1/2 500 100 400 5 80
$1,000 $200 $800 $120

(Average rate of depreciation ($120 divided by $1,000) = 12%)
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6080 LEASES

The discussion and examples contained in this section are designed to provide a basic understanding of the
Generally Accepted Accounting Principles applicable to leases. This section does not address all of the
variations and complications that a lease may involve.

The management of a credit union considering entering into an extensive or complicated |ease should
obtain the opinion of an independent accountant concerning the correct accounting procedures and disclo-
sures applicable to the particul ar lease.

The credit union management should also abtain an opinion from a competent attorney concerning the
legality of entering into such alease before making the final decision to do so.

6080.1  DEFINITIONS

Estimated Economic Life. The estimated remaining period during which the property is expected to be
usable for the purpose for which it was designed, with normal repairs and maintenance, without limita-

tion by the lease term.

Incremental Borrowing Rate. The rate of interest that the lessee would have had to pay at the beginning
of the lease to borrow the funds, on similar terms, to purchase the leased property.

Interest Rate Implicit In The Lease. The rate used by the lessor to determine the amount of the lease
payments. This rate can be derived by the lease terms using a present value computation of the minimum
lease payments, or, in some cases, may be supplied by the lessor to the lessee.

Minimum Lease Payments. The payments the lessee is obligated to make, or can be required to make,
over the length of the lease, such asthe total of the periodic lease payments, any guarantee by the lessee
of residual value, any payment agreement upon failure to renew or extend the lease, and the payment
required by a bargain purchase option.

6080.2 LEASE CLASSIFICATIONSFOR LESSEES

From the standpoint of the lessee, there are two major categories of leases. capital and operating. A
capital lease, generally, is one which transfers substantially all of the benefits and risks of ownership of
the asset, and, specifically, meets one of the four criterialisted below. An operating leaseisarental of
property, meeting none of the criteria listed below.

6080.2.1 CAPITAL LEASES

A lease meeting one of the following criteriais a capital lease.

a) Theleasetransfers ownership of the property to the lessee by the end of the lease term.
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b) Thelease contains an option to purchase the leased property at a bargain (below fair value) price.

c) Theleasetermisequal to or greater than 75% of the estimated economic life of the leased prop-
erty.

d) The present value of the minimum lease payments equals or exceeds 90% of the fair market value
of the leased property less any investment tax credit retained by the lessor.

The last two criteria are not applicable when the beginning of the lease term falls within the last 25 percent
of the total estimated economic life of the leased property.

To compute the present value of the lease payments specified in item d, the lessee will useitsincremental
borrowing rate unlessthe lessee is aware of the lessor’ sinterest rate implicit in the lease, and the implicit
rate is less than the lessee’ s incremental rate.

6080.2.2 ACCOUNTING PROCEDURES-CAPITAL LEASES
Leasesinvolving land and building are discussed separately. See section 6080.10.

Capital leases should be accounted for as an acquisition of a depreciable asset and the assumption of a
liability by the lessee. The following example demonstrates the accounting entries used to record a lease.

XY Z Credit Union has decided to lease computer hardware. The terms of the lease specify that the credit
union will make monthly payments of $254.65 for four years. At the end of the lease, the credit union
may purchase the hardware for $500.

The fair market value of the hardware is $10,000. To purchase the equipment outright, the credit union
would have to borrow at an interest rate of 13%. The lessor has informed the credit union that the interest
rate used to determine the lease terms was 12%.

The credit union determines that the lease is a capital |ease because of the bargain purchase option in the
lease. In addition, the credit union uses the following computation to determine that the minimum lease
payments are at least 90% of the fair market value of the hardware.

Monthly lease rentals: $262.65 x

present value of an annuity due

(payments made at the start of the

payment period) of 48 rents at 1% per

period or $262.65 x 36.89 $9,690

Plus: Bargain purchase price: $500 x
present value of $1 discounted for 48
periods at 1% per period or $500 x .62 $310

Total present value of minimum lease
payments $10,000
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Fair Market Value of Computer
Hardware $10,000

Present value of minimum lease
payments as a percentage of fair
market value 100%

The credit union normally would have used 13% (the Incremental Borrowing Rate; see Definitions) to
determine the present value of the minimum lease terms. However, the credit union knew that the interest
rate used by the lessor to determine the lease terms was 12%. Since the credit union knew the interest rate
used by the lessor, and since this rate was less than the credit union’s Incremental Rate, it used 12% (1%
per month) to determine the present value of the minimum |lease payments.

The asset (Iease) should be recorded by the credit union at the lesser of the present value of the minimum
lease payments or at the fair value of the item leased. In this example, the amounts are the same,
$10,000.

To record the lease:
Dr. - Leased Hardware - Capital
LEease (ACCE. NO. 778)  coooeceecee et $10,000
Cr.-Obligations under Capital
LEaSE (ACCE. NO. B63)  ...cveeeeeieiecriete ettt na e a e e ne e s $10,000
To record the first month’ s payment:
Dr. - Obligation under Capital
Lease (ACCE. NO. 863)  .ooceeceeeecsee et $252.65
Cr.-Cash (Acct. No. 730) $252.65
To record the second month’ s payment and interest expense:

Theinterest expenseis ($10,000-$252.56) x 1%, or $97.47

Dr. - Interest Expense

(ACCE. NO. 342) e $97.47
Dr. - Obligation under Capital
Lease (ACCE. NO. 863)  ..ooeieeieirieicreee e 155.18
Cr.-Cash (ACCt. NO. 730) oot $252.65

The credit union will amortize the lease using its normal method of depreciation for fixed assets. Inthis
example, straight line depreciation is used.

If the lease specifies that the ownership of the property will transfer to the lessee by the end of the lease,

or if the lease provides for a bargain purchase option, the credit union will amortize the lease over the
useful life of the property. In thisexample, five yearsis used.
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If the lease does not meet either of the two criteria stated above, then the lease will be depreciated over the
term of the lease.

To record the monthly depreciation expense (the salvage value is determined to be $100):
$10,000 - $100/60 months = $165.00

Dr. - Depreciation Expense for
Leased ASSEtS (ACCE. NO. 257) cooiv e $165
Cr.-Allowance for Depreciation of
Leased ASSELS (ACCE. NO. 779) et e e e e e e e e s e eeeeeaaeeeens
$165
6080.2.3 REQUIRED DISCLOSURES-CAPITAL LEASES
Thelesseewill disclose the following information:
a) Thegross amount of assets recorded under capital leases as of the balance sheet date.
b) Future minimum |lease payments as of the balance sheet date.
¢) Thetotal of minimum subleases, if any, to be received in the future as of the balance sheet date.

d) Tota contingent rentals actually incurred for each period presented.

€) Assetsrecorded under capital leases and the accumulated amortization of those assets.

6080.3 OPERATING LEASES

Any lease not meeting at least one of the four criteriacited in 6080.2.1 is an operating lease.

6080.3.1 ACCOUNTING PROCEDURES- OPERATING LEASES

Normally, rents on an operating lease shall be charged to expense over the lease term. Rental expense will
be recognized on a straight line basis unless another systematic and rational basisis more representative of
the time period in which the benefit is derived.

Asan example, XY Z Credit Union rents a typewriter for three months while their typewriter isbeing
repaired. Total rental is payable at the beginning of the lease.

To record the payment of the lease:
Dr. - Prepaid Expenses

(A ox B N[ 412 ) TR $120
Cr-Cash (ACCE NO. 730)  .vueeeeeeeeeeeeeeeeeeeeeeeee e e eee e es e e e ee e es e e s s e eneneans $120
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To record the expense of the rental each month for the three months:
Dr. - Other Operation Expense
(ACCE. NO. 269) oot $40
Cr.-Prepaid Expenses
(X oot o T4 ) SO
$40
6080.3.2 REQUIRED DISCLOSURESOPERATINGLEASES
Thelessee will disclose the following information for all operating |eases:
a) Rental expensesfor each period in which an income statement is presented.

b) A genera description of the leasing arrangements.

Thelessee will disclose the following information for all leases having initial or remaining noncancelable
lease termsin excess of one year:

a) Future minimum rental payments required as of the date of the latest balance sheet.

b) Thetotal minimum rentalsto be received in the future under noncancel able subleases.

60804 LEASECLASSIFICATIONSFORLESSORS

From the standpoint of the lessor, there are four basic types of |eases: sales-type |eases, direct financing
leases, leveraged leases, and operating leases.

6080.5 SALESTYPELEASES

In general, alease that provides for a profit (or loss) isa salestypelease. That is, the fair market value of
the lease as recorded on the lessor’ s books is different from (greater or less than) the cost or carrying value
of the leased property.

Normally, sales-type leases are used by manufacturers as a means of marketing their products. Tobea
sales-type lease, the lease must meet at least one of the criteriain section 6080.2.1 and both of the follow-
ing two conditions:

a) Collectibility of the minimum lease paymentsisreasonably predictable.

b) No important uncertainties surround the amount of unreimbursable costs yet to be incurred by the
lessor.
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6080.5.1 ACCOUNTING PROCEDURESSALESTYPELEASES

Thetotal of the minimum |ease payments plus any unguaranteed residual value of the property isrecorded
asthe lessor’ s grossinvestment. The difference between the grossinvestment and the present value of the
minimum lease payments and residual value is recorded as unearned income.

6080.6 DIRECT FINANCING LEASES

A direct financing lease must meet at least one of the criteriafor a capital lease, (See section 6080.2.1) and
the two additional conditions stated above in section 6080.5. A sales-type lease differsfrom adirect
financing lease in that the cost (or carrying value) of the property to be leased is the same as the fair
market value of the property.

Credit unions which lease personal property, such as automobiles, make direct financing leases.

6080.6.1 ACCOUNTING PROCEDURES-DIRECT FINANCING LEASES

The sum of the minimum lease payments plus any unguaranteed residual value will be recorded asthe
gross investment in the lease. The difference between the gross investment in the lease and the cost of the
property shall be recorded as unearned income.

For example, XY Z Credit Union purchases a new automobile from a dealer and then leases the automo-
bile to amember. The purchase price of the car is $12,000. The lease terms specify 60 monthly pay-
ments of $254.96. Payments are to be made at the end of each period. The interest rate implicit in the
lease is 10%. Ownership of the automabile passes to the member at the end of the lease.

This lease qualifies as a direct financing lease for the following reasons:
a) The present value of the minimum lease payments ($12,000) equals or exceeds 90% of the fair
market value of the leased property ($12,000). Also, the ownership of the automobile passes to

the member by the end of the lease.

b) Collectibility of the minimum lease payments are reasonably predictable. This determination has
been made through the creditworthiness eval uation of the member.

¢) Noimportant uncertainties surround the amount of unreimbursable costs yet to be incurred by the
credit union. The credit union has already paid $12,000 for the car.

d) The carrying value of the automobile ($12,000) is the same as the fair market value of the lease.

The credit union paid cash for the automobile, thus establishing fair market value, and the auto is
on the credit union’s books at the cash price paid.
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Thefollowing entries will be made by the credit union.
To purchase the automobile:

Dr. - Automobile (ACCt. NO. 799) ..o $12,000
Cr.-Cash (ACCL. NO. 730)  .oceieieeeeeee ettt aese e s e e ese e neas $12,000

To record the lease:;

Dr. - Lease Payments Receivable

(ACCE. NO. 723) e $15,297.60
Cr.-Automobile (ACC. NO. 799) ..ottt sne e $12,000.00
Cr.-Other Deferred Credit (ACCt. NO. 889) .....cooiiiiiiiieiee e 3,297.60

To record the receipt of the first |ease payment:

Dr. - Cash (ACCL. NO. 730)  .oeveiiieeiiieeceee e st e eree e ee et e e e enae e snna e e nnae e $254.96
Cr.-Lease Payments Receivable
(ACCL NO. 723) ettt ettt b e e s $254.96

To recognize the portion of the unearned income that is earned during the first month of the lease:
$15,297.60 x .83% = $127.48

Dr. - Unearned Income
(Aol A N o T = 1 ) SRS $127.48
Cr.-Miscellaneous Operating
Income Earned on Leases
(ot A o 7 SRS $127.48

The balance in the Lease Payments is used to determine the income recognized each month. For in-
stance, the computation for the second month would be $15,297.60 - $254.96 x .83%, and so on through
the term of the lease.

As an aternative, suppose that the same automobile is purchased, but the member will be required to
guarantee a $4,000 residua at the end of the 48 month lease term. Assume all other conditions which
applied to the preceding example apply to this example as well.

First the discounted value of the $4,000 residual is determined. This value of $4,000 discounted .83%
(10% per year divided by 12 months = .83%) for 48 monthsis $2,685.73.

This value may be determined by discounting the value of $4,000 by .83% for 48 months using a calcula-
tor, or by looking up the present value of $1.00 (and multiplying by $4,000) in a present value table. The
factor is.6714321. To get the discounted figure, multiply this factor by $4,000.

This value is then subtracted from the $12,000 purchase price of the automobile, giving $9,314.27 as the
remaining present value.
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This present value is then used to determine the monthly payments. For 48 payments at 10% per year
(.83% per month) for avalue of $9,314.27, the monthly payments are $236.23.

Note that the present value of the monthly payments and the discounted value of the guaranteed residual
add to $12,000, as shown below.

Present value of |ease payments receivable $ 9,314.27
Present value of $4,000 received in 48 months at .83% $ 2,685.73
Present Vaue of Total Lease Payments Receivable $12,000.00

To record the purchase of the automobile:

Dr. - Automobile (ACCt. NO. 799)  ...ooiiiiee e $12,000
Cr.-Cash (ACCE. NO. 730)  .ueeeiieeeieieeiee ettt ettt e e e st e e b e e sbe e e snneesnneens $12,000
To record the lease:
Dr. - Lease Payments Receivable
(ACCL. NO. 723) e $15,339.04

Cr.-Automobile (ACCt. NO. 799)  ..occieecie e ae e e reeeneas $12,000.00

Cr.-Other Deferred Credit (Acct. NO. 889)  ..ooiiiiieeee e 3,339.04
To record the receipt of the first lease payment:
Dr. - Cash (ACCt. NO. 730)  .eeieiiiieiiie ettt $263.23
Cr.-Lease Payments Receivable
(ACCE NO. 723) ettt e e bt b e b s $263.23

To recognize the portion of the unearned income that is earned during the first month of the lease:
$15,399.04 x .83% = $127.31

Dr. - Unearned Income
(oo o N (o ) $127.31
Cr.-Miscellaneous Operating
Income Earned on Leases
(ot A N o 0 . PRSP $127.31

The balance of the Lease Payments Receivable is used to determine the income recognized each month.
For instance, the computation for the second month would be $15,339.04 - $236.23=$15,102.81 x
.83%=$125.35.
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6080.7 LEVERAGED LEASES

A leveraged lease is an arrangement whereby along-term creditor provides nonrecourse financing for a
leasing transaction between the lessee and the lessor. It would be unusual for a credit union to be involved
in thistype of lease. Accounting for the various aspects of aleveraged lease is quite complex. A credit
union would need to obtain expert advice before entering into alease of thistype.

6080.8  OPERATING LEASES

Leases not failing into the three types described above are operating leases. An operating |ease does not
transfer substantially all of the benefits and risks of ownership to the lessee, and does not meet any of the
four criteriain section 6080.2.1.

Rental income will be recognized over the lease term as it becomes receivable according to the provisions
of thelease. If rentals are not received on a straight line basis, however, the income will still be recog-
nized on a straight line basis unless another systematic and rational basisis more representative of the time
pattern in which the use benefit is diminished. In that case, the alternate basis shall be used.

Initial direct costs associated with the lease will be deferred and expensed over the lease term on the same
basis asthe income. If the costs are immaterial in amount, the credit union may choose to expense

them in the period incurred.

6080.9 REQUIRED DISCLOSURES- LESSORS

When leasing isa significant part of the credit union’s activities in terms of revenue, net income, or assets,
the credit union must make the disclosures listed below.

For all types of leases, the credit union will provide ageneral description of the lessor’sleasing arrange-
ments.

For sales-type and direct financing leases, the credit union will disclose:
a) All components of the net leases as of the date of each balance sheet, such as future minimum
lease payment to be received, unguaranteed residual values accruing to the benefit of the credit

union, initial direct costs in the case of direct financing leases only, and unearned income.

b) The future minimum lease payments to be received for each of the five succeeding fiscal years as
of the date of the latest balance sheet presented.

c) Tota contingent rentals included in income for each of the income periods presented in the
statements.

For operating leases, the credit union will disclose:
a) The cost and carrying amount, if different, of leased property according to type of property and

the amount of depreciation in total as of the date of the latest balance sheet presented.
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b) Minimum future rentals on noncancelable leasesin total as of the date of the latest balance sheet
presented and for each of the five succeeding fiscal years.

¢) Thetota contingent rentals included for each of the income periods included in the statements.

6080.10 LEASESINVOLVINGREAL ESTATE

Real estate leases will be discussed under the four categorieslisted asfollows:
a) leasesinvolving land only,
b) leasesinvolvingland and building,
c) leasesinvolving real estate and equipment, and

d) leasesinvolving only part of abuilding.

6080.10.1 CRITERIA FOR CLASSIFYING REAL ESTATELEASES

To determine the correct accounting procedures for real estate leases, the following criteria must be
considered.

a) The lease transfers ownership of the property to the lessee by the end of the lease term.
b) Thelease contains an option to purchase the leased property at abargain price.
c) Theleasetermisequd to or greater than 75% of the estimated economic life of the leased property.

d) The present value of the minimum lease payments equals or exceeds 90% of the fair value of the
leased property less any investment tax credit retained by the lessor.

e) Collectibility of the minimum lease payments is reasonably predictable.

f) No important uncertainties surround the amount of unreimbursable costs yet to be incurred by the
lessor.

g) Thefar market value of the land equals less than 25% of the total fair market value of the leased
property at the inception of the lease. The land and building are considered a single unit for the
purposes of applying criteria c and d. The estimated economic life of the building shall be consid-
ered the estimated economic life of the unit for determining c.

h) Thefair value of the land equals 25% or more of the total fair value of the leased property at the
inception of the lease. The land and building shall be considered separately for purposes of
applying criteria c and d. The minimum lease payments shall be apportioned in order to determine
d. The building element of the lease meets c or d.
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i) The fair value of the land equals 25% or more of the total value of the leased property at the
inception of the lease. The land and building shall be considered separately for purposes of
applying criteria ¢ and d. The minimum lease payments shall be apportioned in order to
determine d. The building element of the lease does not meet ¢ or d.

6080.10.2 LEASES INVOLVING LAND ONLY
The following tables identify the accounting treatment to be applied depending on the criteria met.

TABLE 1

If the credit union is a lessee, only a criteria a and b apply

Criteria Special Accounting

Met Circumstances Procedures

aorb Treated as a Capital Lease

Neither a nor b Treated as an Operating Lease
TABLE 2

If the credit union is a lessor, criteriac, d, g, h, and i do not apply to this table.

Criteria Specid Accounting

Met Circumstances Procedures

a The lease givesrise to adeder’s Treated as a Sades-Type Lease*
profit

a e andf The lease does not give rise to a Treated as a Direct Financing or
dealer’s profit a Leveraged Lease as appropri-

ate

b, e and f Treated as a Direct Financing,

Leveraged, or Operating Lease
as appropriate
Neither e Treated as an Operating Lease

* Theleaseisclassified asasales-typelease. However, the accounting procedureswill follow those required for thesale of a

property.

6080.10.3 LEASES INVOLVING LAND AND BUILDING
For leases involving both land and building, the criteria g, h, and i will be considered, as well as the

other criteria previously considered. These criteria are listed in the previous section, 6080.10, Leases
Involving Real Estate.
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If the credit union is alessee, criteriae and f do not apply to thistable.

Criteria
Met
aorb

TABLE 3

Special
Circumstances
Land and building will be separately

Accounting
Procedures
Treated as a Capital Lease* **

gandcord, notaorb

gandnota b, c,ord
handnot aor b

i and not aor b

capitalized and accounted for
Land and building shall be capital-
ized as asingle unit

The land and building will be sepa-
rately capitalized and accounted for
asfollows:

Building

Land

The land and building will be
accounted for as asingle unit

Treated as a Capital Lease***

Treated as an Operating Lease

Treated as a Capital Lease***
Treated as an Operating Lease
Treated as an Operating Lease

* The costs, etc. will be prorated between land and building. The land will not normally be amortized.
**  The building will be amortized according to the credit union’s normal depreciation policy.

*k*k

the period of amortization shall be thelease period.

Thistable appliesif the credit union isalessor.

The building will be amortized according to the credit union’ snormal depreciation policy except that

TABLE 4

Criteria Special Accounting

Met Circumstances Procedures

aonly The lease givesriseto adedler’s Treated as a Sale-Type Lease*
profit

a e andf The lease does not giveriseto a Treated as a Direct Financing or
dealer’ s profit Leveraged L ease as appropriate

aonly The lease does not giveriseto a Treated as an Operating Lease
dealer’ s profit

b only The lease givesriseto adeder’s Treated as an Operating Lease
profit

b, e and f The lease does not giveriseto a Treated as a Direct Financing or as
dealer’ s profit al everaged Lease as appropriate

b only The lease does not giveriseto a Treated as an Operating Lease
dealer’ s profit

g,efandcord; notaorb

The land and building are accounted
for as a single unit

Treated as a Direct Financing or as
a Leveraged Lease as appropriate
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TABLE 4 (Continued)

g only The land and building are accounted Treated as an Operating Lease
for asasingle unit

h, e, and f only Theland and building are accounted
for separately
Building Treated as a Direct Financing

Lease, asal everaged Lease, or as
an Operating L ease as appropriate.
Land Treated as an Operating Lease
i only Theland and building are accounted  Treated as an Operating Lease
for asasingle unit

* Theleaseisclassified asasales- TypeLease. However, the accounting procedureswill follow those
required for sale of aproperty.

6080.10.4 LEASESINVOLVING REAL ESTATE AND EQUIPMENT

A credit union will account for the equipment separately from the real estate in all circumstances, regard-
less of whether it isthe lessee or the lessor. The credit union will estimate, by whatever means are
appropriate to the circumstances, the minimum lease payments applicable to the equipment. The equip-
ment is to be considered separately for purposes of applying the criteriain the above tables, and isto be
accounted for separately according to its classification.

6080.10.5 LEASESINVOLVING ONLY PART OF A BUILDING

Leasesinvolving only part of a building will be accounted for according to the same method as described
under Section 6080.10.2 if the cost and fair value of the leased portion of the building are objectively
determinable.

In most cases, those factors will not be objectively determinable. When the cost and fair value of the
leased area can not be objectively determinable, and the credit union is the lessor, the lease will be
accounted for as an Operating Lease.

If the credit union is alessee, and the cost and fair value of the leased portion of the property cannot be
objectively determinable, the credit union must decide if the lease term is equal to or greater than the
economic life of the building in which the leased property islocated. If so, the credit union will treat the
lease as a Capital Lease, and it will amortize the property over the terms of the lease according to the
credit union’ s usual method of depreciation. If not, the lease will be treated as an Operating Lease.

6080.11 SALEANDLEASEBACK TRANSACTIONS

Sale and leaseback transactions involve a sale of property by the serer-lessee and the lease of the property
back to the seller by the buyer-lessor.
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Credit union involvement in sale and leaseback transactions is addressed by a National Credit
Union Administration Interpretive Ruling and Policy Statement (IRPS 81-7).

This IRPS should be reviewed by any federally insured credit union contemplating a sale and |easeback
transaction. Auditors and Examiners who encounter such transactionsin credit unions should also review
this IRPS to ensure adequate knowledge of the accounting treatment of such transactions as they apply to
federally insured credit unions.

6080.11.1 ACCOUNTING TREATMENT FOR SALE AND LEASEBACK TRANSACTIONSFOR
SELLER-LESSEES

This section will be discussed in terms of sale and leaseback transactions for seller-lessees which do not
involve real estate and those which do involve real estate.

A credit union engaging in a bona fide sale and leaseback transaction may recognize an immediate gain
(or loss) on the sale only if the terms of the transaction meet one or more of the following conditions:

a) Thecredit union relinquishesthe right to substantially all of the remaining use of the property sold,
retaining only aminor portion of such use. In that case, the sale and leaseback will be accounted
for as separate transactions based on each of their respective terms. However, if the rental amount
is greater than the market at the inception of the lease, a portion of the gain isto be deferred and
amortized in an amount which reduces the rental s to market.

b) The credit union retains more than aminor part but less than substantially all of the use of the
leaseback property. Inthat case, the credit union would recognize a profit or loss equal to the
difference between the sale price and the present value of the minimum |lease payments over the
lease term if the lease is classified as an operating lease, or the difference between the sale price
and the recorded amount of the lease asset if the leaseback is classified as a capital lease.

c) If thefair value of the property at the time of the sale islessthan its undepreciated cost, (carrying
value) the credit union will recognize an immediate loss equal to the difference.

If the terms of the sale and leaseback do not meet any of the above conditions, but if the |ease meets any
of the criteriain 6080.2. 1, the credit union will account for the lease as a capital lease. Any profit on the
sale shall be deferred and amortized in proportion to the amortization of the leased asset. A losson the
transaction will be recognized immediately.

6080.11.1.1 ACCOUNTING TREATMENT FOR NON-REAL ESTATE SALE AND LEASEBACK TRANSACTIONS
FOR SELLER-LESSEES

Non-real estate sale and leaseback transactionsinvolving all or part of the leaseback property’ s economic
life are accounted for by the seller-lessee as Capital Leasesif they meet one or more of the criterialisted in
section 6080.10.2, Capital Leases. If they fail to meet any of the said criteria, they are accounted for as
Operating Leases.
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For a credit union retaining substantially al of the remaining use of the leaseback property, any
profit or loss on the sale is to be deferred and amortized in proportion to the amortization of the
leased asset, if the transaction is a Capital Lease.

If the credit union retains substantially all of the remaining use of the leaseback property, and if the
transaction is an Operating Lease, the profit or lossisto be amortized in proportion to the related gross
rental charged to expense over the lease term.

If the credit union does not retain substantially al of the remaining use of the leaseback property, one of
the three following applies:

a) If the seller-lessee relinquishes the right to substantially all of the leaseback property, retaining
only aminor portion of such use, the sale and leaseback shall be accounted for as separate transac-
tions based on their respective terms. If the amount of rentals agreed upon in the lease is unrea-
sonable under market conditions, an appropriate amount shall be deferred or accrued by adjusting
profit or loss on the sale, and amortized as specified above to adjust those rentals to a reasonable
amount.

b) If the seller-lessee retains more than a minor part but less than substantially all of the leaseback
property and realizes a profit on the sale in excess of either the present value of the minimum
lease payments over the lease term, or the recorded amount of the leaseback asset (carrying value),
then the profit shall be recognized at the date of the sale. The present value of the minimum lease
payments for an operating lease are to be calculated using the rate to apply the 90% recovery
criterion (criterion d) of section 6080.10.2, Capital Leases.

c) If thefair value at the time of the transaction is less than the carrying value of the leaseback
property, alossisto beimmediately recognized up to the amount of the difference between the
carrying value and the fair value of the leaseback property.

6080.11.1.2 ACCOUNTING TREATMENT FOR REAL ESTATE SALE AND LEASEBACK TRANSACTIONS FOR
SELLER-LESSEES

This section discusses accounting treatment of sale and leaseback transactions involving real estate,
including real estate with equipment. Sale and leaseback transactionsinvolving real estate with equipment
include any transactions in which the equipment and real estate are sold and leased as a package, irrespec-
tive of the relative value of the equipment and the real estate.

Sale and leaseback accounting is an accounting procedure whereby the seller-lessee records the sale,

removes all property and related liabilities from its balance sheet, recognizes gain or loss from the sale,
and classifies the leaseback as specified herein.
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Sale and leaseback accounting is to be used only if a sale and leaseback transaction includes all of
the following:

a) A normal leaseback transaction wherein the lessee-lessor relationship involves the active use of the
leaseback property by the serer-lessee in consideration for payment of rent and excludes other
continuing involvement provisions or conditions. Active use of the leaseback property meansthe
use of the property during the lease term in the seller-lessee’ s business, providing that the present
value of all subleasing, if any, islessthan 10% of the fair value of the leaseback property.

b) Payment terms and provisions that adequately demonstrate the buyer-lessor’ sinitial and continu-
ing investment in the leaseback property.

¢) Payment terms and provisions that transfer al of the other risks and rewards of ownership as
demonstrated by the absence of any other continuing involvement by the seller-lessee. Examples
of continuing involvement are that the seller-lessee has an option or obligation to repurchase the
property or the buyer-lessor can compel the serer-lessee to repurchase the leaseback property, or
that the seller-lessee guarantees the buyer-lessor’ s investment or a return on that investment.

A sale and leaseback transaction not qualifying for sale and leaseback accounting because of any form of
continuing involvement by the seller-lessee (other than a normal leaseback) isto be accounted for by the
deposit method or as adirect financing lease.

Credit unions should generally use the direct financing lease type of accounting in these circumstances.
The deposit method of accounting is used when the uncertainty of the collectibility of the salespriceis so
great that the effective date of the sale is deferred until collectibility of the sale price is more reasonably
assured. Given the risk and the uncertainty of this type of transaction, credit unions should generally
participate in the kind of transaction that would require this type of accounting. The deposit method of
accounting is discussed in section 6030.15 of this Manual.

If the terms of the sale and leaseback transaction are substantially different from terms that an indepen-
dent third party would accept, then those terms represent an exchange of some stated or unstated rights or
privileges. Those rights or privileges must be considered in evaluating the continuing involvement
provisions stated immediately above.

Theterms referred to above include, but are not limited to, the sales price, the interest rate, and other
terms of any loan from the seller-lessee to the buyer-lessor. To assure that any sale and leaseback transac-
tions meet the provisions of this section, the fair value of the leaseback property should be based on an
independent third party appraisal.

There are many more examples of provisions or conditions which constitute continuing involvement than
can be discussed here. Any credit unions considering entering into sale and leaseback transactions should
obtain the advice of an independent accountant to assist them in determining whether the transaction
gualifies as abonafide sale and |easeback transaction.

Such credit unions should also obtain an opinion from a competent attorney concerning the legality of
any such transaction before entering into it.
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Considering the wide variety of sale and leaseback transactions and the effects different conditions
and provisions may have on the obligations of the parties involved, it is incumbent on any credit
union considering entering into such a transaction that all of the obligations for both parties be fully
understood and agreed upon before finalizing such an agreement.

6080.11.1.3 FINANCIAL STATEMENT PRESENTATION AND DISCLOSURE FOR SALE AND LEASEBACK
TRANSACTIONSFOR SELLER-LESSEES

In addition to the disclosures required by other sections pertaining to leases, the financial statements of a
seller-lessee are to include a description of the terms of the sale and leaseback transaction, including
future commitments, obligations, provisions, or circumstances that require or result in the seller-lessee’s
continuing involvement.

A credit union which has accounted for a sale and leaseback transaction using the deposit method or as a
financing lease is to disclose:

a) The amount the credit union is obligated for future minimum lease payments as of the date of the
most recent balance sheet in total, and for the next succeeding five fiscal years, and

b) The amount of minimum sublease rentals the credit union is to receive, if any, under noncancel-
able subleases in total and for the next succeeding five fiscal years.
6080.11.2 ACCOUNTING TREATMENT FOR SALE AND LEASEBACK TRANSACTIONSFOR

BUYER-LESSORS

Sale and leaseback transactions for all or part of the remaining life of the leaseback property for buyer-
lessors are for as follows:

a) If thelease meetsany one of the criteriaa, b, ¢, or d in section 6080.10, and if it meets both the
criteriae and f of the same section, the buyer-lessor isto record the transaction as a purchase and
adirect financing lease.

b) If thetransaction failsto meet the tests stated in the immediately preceding paragraph, then the
buyer-lessor isto record the transaction as a purchase and an operating lease.

6080.12 ACCOUNTING FOR SUBLEASESAND SIMILAR TRANSACTIONS

The accounting treatment for the following types of |easing transactions are discussed below:

a) Theleased property isre-leased by the original lesseeto athird party, and the lease agreement
between the original lessee and the lessor remains intact.

b) A new leaseis substituted under the original agreement. The new |essee becomes primarily
obligated, and the original lessee may or may not remain liable.
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c) A new lessee is substituted through a new agreement, and the original agreement is can-
celed.

6080.12.1 ACCOUNTING FOR SUBLEASESAND SIMILARTRANSACTIONSFORTHE
ORIGINAL LESSOR

If the original lessee entersinto a sublease or the original lease agreement is sold or transferred by the
original lesseeto athird party, the original lessor isto account for the lease as before.

If the original lease agreement is replaced with a new agreement with a new lessee, the lessor isto
account for the termination of the lease, and account for the new lease as a new transaction.

6080.12.2 ACCOUNTING FOR SUBLEASESAND SIMILAR TRANSACTIONSFOR THE
ORIGINAL LESSEE

If the credit union is not relieved of the primary obligation under the original lease, as would be the case
in situation a of section 6080.12, the credit union, as original lessee and as sublessor would account for
the transaction as follows.

a) The credit union will continue to account for the obligation related to the original lease as before.
The credit union is to determine whether the new lease meets the criteriain section 6080.10.1. If it
meets any one of criteriaa, b, ¢, or d and both of criteriae and f, the credit union isto classify it as
asales or adirect financing lease, and the unamortized balance of the asset under the original
lease isto be treated as the cost of the leased property. If the new lease does not qualify as a sales
or direct financing lease, the credit union is to account for it as an operating lease.

b) The credit union as original lessee is to account for the obligation under the original lease asit did
before. If the original lease met either criteriac or d of section 6080.10.1, the credit union as
original lesseeisto classify the new lease in accordance with the criteriaa, or b, and both e and f
of section 6080.10.1. If it meets those criteria, the credit union is to account for the lease as a
direct financing, with the unamortized balance of the asset under the original lease treated as the
cost of the leased property. If the new |lease does not meet the above stated criteria, then the credit
union isto account for it as an operating lease.

c) If theoriginal leaseis an operating lease, the credit union as original lessee isto account for both
the original and the new |eases as operating |eases.

6080.12.3 ACCOUNTING FOR SUBLEASESAND SIMILAR TRANSACTIONSFOR THE NEW
LESSEE

If the credit union is a new lessee, the credit union is to classify the lease in accordance with the criteria
found in section 6080.1.10, and isto account for it accordingly.
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6080.13 ACCOUNTING FOR LEASE CHANGES, RENEWALS, EXTENSIONS AND
EARLY TERMINATIONS

Credit unions will account for changesin the provisions of alease, renewals, extensions of existing
leases, or early termination of leases asfollows.

6080.13.1 ACCOUNTING FOR CHANGESTO LEASE PROVISIONS

If acredit union’s lease provisions are changed in away that changes the amount of the remaining
minimum lease payments, and if the lease remains a sales-type lease or if it results in a new agreement
classified asadirect financing lease, the credit union will adjust the balance of the minimum lease pay-
ments receivable and the estimated residual value downward, if affected, to reflect the change. The credit
union will charge the net adjustment to unearned income. Upward adjustments of the estimated residual
value are not made.

If changesin the lease provisions give rise to a new agreement classified as an operating lease, the credit
union is to remove the remaining net investment from the books, and the credit union isto record the
leased asset as an asset at the lowest of itsoriginal cost, present fair value, or present carrying amount.
The net adjustment, if any, isto be charged to income for the current period. The credit unionisto
account for the new lease as an operating lease.

6080.13.2 ACCOUNTING FOR RENEWALSOF OR EXTENSIONSTO LEASE PROVISIONS

Except when a guarantee or penalty is rendered inoperative, credit unions are to account for renewals or
extensions as follows:

a) If the credit union classifies the renewal or extension as a direct financing lease, it is to account for
the renewal or extension the same as it would for a change, as stated in section 6080.13.1.

b) If the credit union classifies the renewal or extension as an operating lease, it is to continue to
account for the existing lease as a sales-type lease to the end of its term, and then account for the
renewal or extension as any other operating lease.

c) If the credit union classifies arenewal or extension that occurs at or near the end of the term of the
existing as a sales-type lease, it isto account the renewal or extension as a sales-type lease.

6080.13.3 ACCOUNTING FOR EARLY TERMINATIONSOF LEASE PROVISIONS
Credit unions account for early lease terminations by removing the net investment from their books and

recording the leased asset at the lowest of its original cost, present fair value, or present carrying value.
The credit union will charge the net adjustment to income for the current period.
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6090 MEMBERSHIP IN CENTRAL LIQUIDITY FACILITY

6090.1 PURPOSE OF THE CENTRAL LIQUIDITY FACILITY

The purpose of the Central Liquidity Facility (CLF)) isto improve the general financial stability by credit
unions with a source of loansto meet liquidity needs, and thereby encourage savings, consumer and
mortgage lending, and provide financial resourcesto all segments of the . CLF was established by Con-
gressto provide credit unions with a source of funds such as banks and savings and loan associations
have along as avail able through the Federal Reserve System and the Federal Home L oan Banks.

6090.2  AVAILABILITY OF MEMBERSHIPIN THE FACILITY

Membership in the CLF is available to both federal and state-chartered credit unions. There are two types
of memberships: regular membership and agent membership. A natural person credit union may become
aregular member or may gain access to the CLF through an agent member. Agent membership is open
only to credit unions or groups of credit unions which primarily serve other credit unions. A regular
member carries on its dealings directly with the CLF whereas a credit union which gains access to the
CLF through membership in a central credit union (which is an agent member) would deal only with the
agent member and not directly with the CLF. Part 725 of the National Credit Union Administration Rules
and Regulations provides procedures that must be followed in order to become either aregular or agent
member.

If an agent is federally chartered, it can require a member natural person credit union to establish and
maintain a special share account. This account will reimburse the agent for the portion of the agent’s
stock subscription which is attributable to each natural person credit union. The special share account
maintained in the CLF by a natural person credit union does not qualify as an investment in the CLF. Part
725 of the NCUA Rules and Regulations states that member natural person credit unions are not members
of the CLF unlessthey are a so regular members of the CLF.

6090.3 REQUIRED STOCK SUBSCRIPTION

In order to become aregular member of the CLF, a credit union must subscribe to stock in atotal amount
of one-half of one percent of the credit union’s 6 paid-in and unimpaired capital and surplus.” Only one-
half of the required stock subscription must be paid to the CLF while the other one-half of the subscription
will be on call by the NCUA Board and must be invested in liquid assets.

Agent members must also subscribe to the capital stock of the CLF. The amount of the subscriptionis
one-half of one percent of the paid-in and unimpaired capital and surplus of all the natural person credit
unions which are members of the applicant central credit union, or in the case of agroup of central credit
unions which are members of any central credit union in the group. Asin the case of regular members,
only one-half of the required stock subscription must be paid to the CLF, while the remainder will be on
call by the National Credit. Union Administration Board and must be invested in liquid assets.
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The required subscription will be adjusted annually to reflect changes in the paid-in and unimpaired
capital and surplus upon which the stock subscription is based.

60904 COMPUTING THEAMOUNT OF THE STOCK SUBSCRIPTION

Paid-in and unimpaired capital and surplusis defined as the balances of the paid-in share accounts and
deposits as of a given date, less any loss that may have been incurred for which there is no reserve or
which has not been charged against Undivided Earnings, plus the credit balance (or less the debit balance)
of the Undivided Earnings, after all losses have been provided for and net earnings have been added or net
losses deducted. In most cases, paid-in and unimpaired capital and surplus can be determined ssimply by
totaling shares (including all share certificates, share draft accounts, split rate accounts, mini m balance
accounts, etc.), Undivided Earnings (including all discretionary reserves such as reserve for contingencies,
investment reserves (SCUs only), or other appropriated reserves, etc.), and net income to date (or less net
lossto date). Thetotal obtained will be reduced in those relatively rare cases of unusual |osses which have
not yet been recognized on the federal credit union’s records, e.g., alawsuit against the credit union in
which it has been adjudged that the credit union is at fault and must pay a penalty of $1,000 or more at a
later date.

Theinitial stock subscription is based on an arithmetic average of paid-in and unimpaired capital and
surplus over the six months preceding the application for membership and is adjusted at the close of each
calendar year in accordance with the arithmetic average of paid-in and unimpaired capital and surplus
over the 12 monthsin such calendar year.

As an example computation of an initial stock subscription, assume that XY Z Credit Union appliesfor a

D (2) 3) (4) ) (6)

(State Credit Unimpaired
Unionsonly) Undivided Net Gain Capital &
Month Shares Deposits Earnings or (Loss) Surplus
(a) 09/30/80 $512,000 $500,000 $9,800 $22,200 $1,044,000
(b) 03/31/80 501,000 499,000 6,000 14,000 1,020,000
(c) Totd $2,064,000

Line (@) should have information as of the most recent month end prior to the date of application. Line (b)
should have the information as of 6 months ends prior to the month end preceding the date of application.

Assuming there are no unrecognized losses, the totals for line (a) and line (b) are added together and
divided by two, giving an average paid-in and unimpaired capital and surplus of $1,032,000. The required
stock subscription will then be computed by taking one-half of 1 percent of that figure, or $5,160. One-
half of that amount will be forwarded to the CLF and the remainder will be invested in liquid assets.
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6090.5 ACCOUNTING ENTRIES FOR CLF TRANSACTIONS MEMBERSHIP AND DIVI-
DENDS

Fundsinvested in stock of the CLF should be recorded as a debit to “Investment in CLF - Membership
Stock,” (Account No. 751.1). Dividendswill be paid on CLF stock at least annually as determined by the
NCUA Board. Theon-call portion of the subscription should not be included in Account No. 751 unless
itisactually invested in the CLF.

Dividends on capital stock will be paid by crediting the members’ capital stock accounts. Therefore,
“Investment in CLF,” (Account No. 751.1) should be debited and “Income from Investments,” (Account
No. 121) should be credited whenever the credit union receives notice of the amount of the dividend
credited to its account. Dividends received on the CLF investment are excludable from grossincomein
computing the amount of the statutory transfer to the Regular Reserve at the end of each accounting
period.

6090.6 EXTENSION OF CREDIT TO MEMBERS

The CLF is authorized to make loans to meet liquidity needs, and is specifically prohibited by statute
from making any loan “the intent of which is to expand credit union loan portfolios.” Regular members
should submit their applications for credit directly to a CLF lending officer at a designated location.
Credit unions which access the CLF through an agent member should submit their applications for credit
directly to a CLF lending officer at a designated location. Credit unions which access the CLF through an
agent member should submit their applications to the agent, which can then make the loan out of its own
funds or immediately apply to the CLF for funds to make the loan. In any case, when the requesting
credit union receives the funds, the accounting is the same as for funds borrowed from any other source.

For example:

(DS =S AN wox A N[0 T4 i ) $50,000
Cr.-Notes Payable - Other (ACCt. NO. 812)  ..cocveeeeeeeeees e $50,000

Interest on the borrowed funds should be charged to “Interest on Borrowed Money,” (Account No. 340).

6090.7 ILLUSTRATIVEENTRIES
a) Natura Person Credit Union

Upon subscription to the CLF as a Regular member and payment of the required 1/4 of 1 % of unim-
paired capital and surplus the natural person credit union would make the following entry on its books:

Dr. - Investment in CLF-

Membership Stock
(ACCE. NO. 75L.1) oot XXX XXX
Cr.-Cash (ACCL NO. 73L) ..ottt PXXXXXX
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If the credit union purchases CLF stock in addition to its required portion, the entry would be as
follows:

Dr. - Investment in CLF-
Liquidity & Clearing
(ACCE. NO. 75L.2) oottt e e e e e et e e e e e e e e ennaeeeans SYYYY
Cr-Cash (ACCL. NO. 73L)  oooeeiee ettt et e e e e et e e e nnae e e e nnseeeesnneeeeans $YYYY

If the credit union has a liquidity-clearing account as well as a membership-stock account in the CLF, and
reports these two accounts as asingle lineitem on its financial statements, the following note could be
used:

“Theinvestment in Central Liquidity Facility includes $XXXX whichisrequired
for membership in the CLF to make the credit union eligible to receive loans or
other assistance from the CLF to meet liquidity needs. This stock may bere-
deemed only by withdrawing from membership in the CLF. A like amount is
required to be held on-call in certain prescribed liquid assets. The balance
(BYYYY) represents a discretionary investment in the CLF and may be redeemed at
any time. The membership stock and the discretionary investment may not be
pledged or hypothecated except to the CLF.”

b) Corporate Central Credit Union

Upon subscription to CLF stock, acceptance by the Board as an Agent member and payment of the
required 1/4 of 1% of the unimpaired capital and surplus of all its member credit unions which are not
Regular members of the CLF, the corporate central would make the following entry on its books:

Dr. - Investment in CLF-
Membership Stock
(ACCE. NO. 751.1) oottt PXXXX
(@ @r='S o I 2o ot B o < 1 ) T USRRRR PXXXX

If the credit union purchases CLF stock in addition to its required portion, the entry would be as follows:

Dr. - Investment in CLF-
Liquidity & Clearing
(ACCE. NO. 751.2) oo SYYYY
Cr.-Cash (ACCL. NO. 73L)  ceeeeeeeeee ettt se e se e nsennnnas SYYYY

On its financial statements the credit union may show the membership-stock portion and the liquid-

ity-clearing portion separately or in a lump sum. Whichever method is used, a note is required to
describe the nature of the investment and to disclose the on-call portion of the stock subscription.
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If the corporate central has a liquidity-clearing account as well as a membership-stock account in
the CLF, and reports these two accounts as a single line item on its financia statements, the follow-
ing footnote could be used:

“Theinvestment in the Central Liquidity Facility includes $XXXX whichis
required for Agent membership in the CLF. Agent membership permitsthis
corporate central to obtain loans from the CLF to meet the liquidity needs of
member credit unions. This stock may be redeemed only by withdrawing from
membership inthe CLF. A like amount isrequired to be held on-call (by the
NCUA Board) in certain prescribed liquidity assets. The balance (3YY YY)
represents a discretionary investment in the CLF and may be redeemed at any time.
The membership stock account and the liquidity reserve and clearing account may
not be pledged or hypothecated except to the facility.

6110 CREDIT UNION SERVICE ORGANIZATIONS

Section 107(5)(D) of the Federal Credit Union Act defines a credit union service organization as any
organization, as determined by the National Credit Union Administration Board, which is established
primarily to serve the needs of its member credit unions, and whose business relates to the daily opera-
tions of the credit unionsthey serve.

Sections 107(7)(1) and (107(5)(D) of the Federal Credit Union Act authorizesfederal credit unionsto
invest in and make loans to credit union service organizations (CUSOs). Part 701.27 of the National
Credit Union Administration Rules and Regulations implements these sections by addressing various
issues, including monetary limits on loans and investments, the structure of credit union service organiza-
tions, their customer base, and the range of services and activities that they may provide. The regulation
also establishes standards for federal credit union involvement with CUSOs through provisions concern-
ing conflict of interest, accounting practices, and NCUA access to books and records. The regulations
also state that afederal credit union must obtain written legal advice as to whether the CUSO is estab-
lished in amanner that will limit the credit union’s exposure to no more than the loss of funds invested in
or lent to the CUSO. Management’s of credit unions which have CUSOs, or are considering establishing
a CUSO, should be fully aware of and comply with Section 701.27 of the NCUA Rules and Regulations.

6110.1  ACCOUNTING PROCEDURES
The regulation cited above requires that afederal credit union follow generally accepted accounting
principles (GAAP) initsinvolvement with CUSOs. In addition, a credit union must obtain written
agreements from a CUSO, prior to investing in or lending to the organization, that the organization will:
a) Follow GAAP,
b) Render financia statements (balance sheets and income statements) at least quarterly, obtain an

annual audit performed by a certified public accountant and provide copies of the same to the
affiliated federal credit union; and
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c) Provide the NCUA Board or its representatives with complete access to any books and
records of the CUSO as deemed necessary by the NCUA Board in carrying out its responsi-
bilities under the Federal Credit Union Act.

6110.1.1 INVESTMENTSINANDLOANSTO CREDIT UNION SERVICE ORGANIZATIONS

Section 701.27(d)(1) of the National Credit Union Administration Rules and Regulations providesthat a
federal credit union may invest in shares, stocks or obligations of CUSOs in amounts not exceeding, in the
aggregate, 1 percent of the credit union’s paid in and unimpaired capital and surplus (total of all sharesand
undivided earnings plus net income or minus net losses to date) as of itslast calendar year-end financial
report. This same section authorizes credit unions to make loans to CUSOs in amounts not exceeding, in
the aggregate, | percent of its paid in and unimpaired capital and surplus as of itslast calendar year-end
financial report.

For purposes of measuring a CU’ sinvestments and loansto a CUSO in financia statements, GAAP should
befollowed. GAAP requires one of three measurement options (cost method, equity method, or consoli-
dated financial statements) depending on the degree of ownership a CU hasin a CUSO (See Section
6110.3 for afurther discussion). However for purposes of statutorily derived limitationsin the CUSO
rule, the CU’ s aggregate cash outlay” should be used.

As an example for computing the maximum amount which may be invested in a CUSO, assume that a
federal credit union shows the following applicable General Ledger account balances, and assume that
there are no losses which have not been provided for:

Total of all Saving Accounts $5,000,000
Undivided Earnings 250,000
Net Income to Date 20,000
Total Unimpaired Capital and Surplus $5,270,000

The investment limit, aggregate cash outlay, would then be 1 percent of $5,270,000 or $52,700. The
credit union could lend an additional $52,700 to the CUSO. A federal credit union need not invest in a
CUSO beforeit can lend to it.

6110.2 ACCOUNTING ENTRIES
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6110.2.1 EQUITY METHOD

When a credit union invests in the outstanding voting stock of a CUSO and has the ability to exercise
significant influence over the management of the CUSO, the equity method of accounting for investments
should be used. (Note: It isgenerally presumed that an investment of 20 percent or more of the voting
stock of aCUSO indicates the ability to exercise significant influence.)

Using the equity method, the investing credit union would record the initial investment at cost. During
subseguent accounting periods, the credit union would adjust the investment account balance for its
proportionate share of the CUSO'’ s net income or loss. Dividends paid by the CUSO in cash should be
treated and recorded by the credit union as a conversion of the investment into cash causing the investment
amount to decrease.

Illustrative Entries:

Toillustrate the equity method, assume that ABC Federal Credit Union purchases 40 percent of the voting
common stock of Zebra Credit Union Service Corporation for $500,000 which corresponds to the underly-
ing value of the corporation. During the subsequent period, Zebra reported net income of $100,000
(including a $50,000 extraordinary gain) and paid a dividend of $50,000. ABC Federal Credit Union
would account for itsinvestment asfollows:

Entry #1-To record the acquisition of 40 percent of the common stock of Zebra Credit Union Service
Corporation at carrying value.

Dr. - Investment in Credit Union
Service Corporation
(ACCE. NO. 748) ettt ne st $500,000
Cr-Cash (ACCL. NO. 73L) oottt et e et sre e st e e nteeseeaneeenes $500,000

Entry #2-To record 40 percent net income of Zebra Credit Union Service Corporation (40% x operating
gain of $50,000 = $20,000; and 40% x nonoperating gain of $50,000 = $20,000).

Dr. - Investment in Credit Union
Service Corporation
(ACCE. NO. 748) et $40,000
Cr.-Income from Invest-
mentsin Credit Union
Service Corporation

(ACCL NOD. 128.1) oottt ettt e e nr e e n e $20,000
Cr.-Gain (Loss) on Investments
(ACCL. NO. 420) ettt ettt n e nenae s 20,000
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Entry #3-To record dividends received from Zebra Credit Union Service Corporation (40% x
$50,000 = $20,000).

Dr. - Cash (ACCE. NO. 73L)  oovceciceeees e $20,000
Cr.-Investment in Credit
Union Service Corporation
(ACCL NO. 748) ettt e st be e b anee e $20,000

In thisexample, it should be noted that the net effect of ABC Federal Credit Union’s accounting for Zebra
Credit Union Service Corporation’s net income and dividends was to increase the investment account by
$20,000. This corresponds to 40 percent of the increase reported in Zebra Credit Union Service
Corporation’s net assets during the period (40% x ($100,000 - $50,000) = $20,000).

Assume that in the following year the credit union service corporation has a $100,000 operating loss.
The credit union would record its proportionate share of thislossasfollows:

Entry #4-To record the 40 percent net loss of Zebra Credit Union Service Corporation (40% x $100,000 =
$40,000).

Dr. - Income from Investmentsin
Credit Union
Service Corporation
(Aot o N o T 022 1 $40,000
Cr.-Investment in Credit
Union Service Corporation
(ot o N (o M S $40,000

If an investment in voting stock falls below the 20 percent level, the presumption is that the credit union
has | ost the ability to exercise significant influence in which case the equity method should be discontin-
ued. The carrying amount at the date of discontinuance becomes the cost of the investment. Subse-
guently, dividends are accounted for by the cost method from the date the equity method was discontinued.

6110.2.1.1 SPECIAL ACCOUNTING TREATMENT

Under the equity method various transactions require special accounting treatment such as the elimina-
tion of intercompany profits and losses until they are realized by the investing credit union or the credit
union service corporation. In addition, when the acquisition cost of an investment differs from the
carrying value of the underlying net assets of the credit union service corporation, adjustments may
have to be made to the investment income of the investing federal credit union.
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6110.2.1.2 COST IN EXCESS OF CARRYING VALUE

A credit union may pay more for its investment than the underlying carrying value of the CUSO’ s assets.
Thisis because the fair value of the CUSO’s assets is more than their recorded amounts, or because the
CUSO has unrecorded goodwill. In either instance, the cost in excess of the carrying value will only
benefit the investing federal credit union over the useful lives of the overvalued or unrecorded assets.

The excess of the cost over the carrying value incurred in acquiring a credit union’s investment in a
CUSO should be amortized over the economic lives of the assets by recording the following entry:

Dr. - Income from Investmentsin
Credit Union
Service Corporation
(Aot o N o T 22 1 S XX
Cr.-Investment in Credit
Union Service Corporation
(oo o N (o T2 0 ) S XX

Where the excess cost was incurred due to implied goodwill, the amount of the excess should be amor-
tized over the estimated economic life of that goodwill, which will not be a period in excess of 40 years.

6110.2.1.3 COST LESSTHAN CARRYING VALUE

If the carrying value of the underlying assets of the credit union service corporation isin excess of the
credit union’ s acquisition costs, it is assumed that the assets of the credit union service corporation are
overvalued. The excess should be amortized, over the economic lives of the assets provided that the credit
union service corporation’ s assets are depreciable. The accounting entry would be the opposite of the
previoudy illustrated entry. Thiswill result in increases in the income received from the credit union
service corporation.

6110.2.2 COST METHOD

A different accounting treatment is provided in the situation where the investing credit union does not
exert significant influence or exercise acontrolling financial interest as aresult of itsinvestment in the
CUSO. Inthissituation (generally assumed if the investing credit union owns less than 20 percent of the
CUSO’ svoting common stock), the cost method of accounting should be used.

Under the cost method, the investment is maintained in terms of the cost of shares acquired. Dividends
received from the current earnings of the CUSO are recognized as income, and do not affect the balancein
the investment account. If, at alater date, a credit union exerts significant influence over the CUSO’s
operations or acquires more than 20 percent ownership in a CUSO’ s voting common stock, the credit
union must retroactively adjust its accounts to the equity method on the basis of a step by-step
acquisition of the CUSO. In this event, at the date of each step (date of each purchase of stock) the
carrying value of the investment must be compared with the underlying net assets of the CUSO to
determine whether goodwill is involved.
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Illustrative Entries:

To illustrate the cost method, assume that afederal credit union acquires 15 percent of Zebra Credit
Union Service Corporation’s voting stock for $45,000. During the year, the CUSO had net income of
$30,000 and paid a $3,000 dividend to the credit union. The credit union would account for itsinvest-
ment asfollows:

Entry #1 -To record the acquisition of 15 percent of the common stock of Zebra Credit Union Service
Corporation.

Dr. - Investment in Credit Union
Service Corporation
(ACCL. NO. 748) et $45,000
(@@= o I Yoo A o < 1 ) S $45,000

Entry #2-To record dividends received from Zebra Credit Union Service Corporation.

(D] PR =S o (AN wox A N[0 T < i ) $3,000
Cr.-Income from Investmentsin
Credit Union Service Corporation
(ACCE ND. 128.1) oottt e ettt e e snn e e e be e e nnne e $3,000

The credit union’ s investment account at the end of the year will show a balance of $45,000, the amount
of the original investment. Changes in the carrying value of the underlying assets of the CUSO are
ignored unless asignificant and permanent impairment of the value of the investment occurs.

Three events which may result in a departure from the cost basis would be:

a) Thereceipt of aliquidating dividend from a CUSO which would result in areduction of the
investment account.

b) A permanent impairment in the value of the investment and the credit union’s discontinued use of
the services of the CUSO. Operating losses that substantially reduce the CUSO’ s net assets and
which seriously impair its future operations are recognized as realized | osses by debiting the “ Gain
(Loss) on Investments,” (Account No. 420) and crediting the “Investment in Credit Union Service
Corporation,” (Account No. 748).

c) A permanent impairment ‘n the value of the investment and the credit union’s continued use of the
services of the corporation. The unrealized loss in value of the long-term securities should be
shown as areduction in equity. Thisisaccomplished by establishing a valuation allowance
account. When the long-term investment is sold at a price below cost, a realized loss is
recorded and the unrealized loss and the established allowance account are eliminated.
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6110.22.1 PERMANENT IMPAIRMENT AND SERVICES OF CREDIT UNION SERVICES CORPORATION ARE
NO LONGER USED

To record a significant and permanent decline in value of along-term investment in a CUSO the follow-
ing entry is used.

Dr. - Gain (Loss) on Investment
X oot o 0 ) S XX
Cr.-Investment in
Credit Union Service Corporation
(X oot Ao 2 ) XX

Operating losses of the CUSO, which reduce its net assets substantially and which seriously impair its
future prospects, should be recognized aslosses. In determining whether a permanent impairment in the
value of along-term investment exists, the following facts must be considered:

a) Thelength of time the security has been owned;

b) Thelength of time the security has been below cost and the extent of the decline;
¢) Thefinancial condition and prospects of the CUSO;

d) Thefinancial condition of the credit union; and

€) The materiality of the decline in value of the investment in relationship to the net income and
equity of the credit union.

6110.2.2.2 PERMANENT IMPAIRMENT AND SERVICES OF CREDIT UNION SERVICE CORPORATION ARE
BEING USED

Using the utility concept (investing in a CUSO to obtain low cost and efficient services), a credit union
that is still using the services of the CUSO would not have to immediately expense the loss from the
permanent decline in value of itsinvestment. With respect to a permanent decline, the reasoning is that
the credit union is deriving benefit from the credit union service corporation and therefore, cannot affix a
poor prospect status upon its investment in that corporation. Assuming that the credit union has a satis-
factory financial condition, that the loss would not be material, and that its investment has utility, it would
seem that these reasons would outweigh any argument for writing down the investment as a charge to the
income statement.

When a credit union that is on a cost basis of accounting for along-term investment is still using the
services of the CUSO and does not write down its investment to the value of the asset, it should record the
unrealized losses. These unrealized losses should be recorded as a reduction of equity rather than a
reduction of net income. The reduced value of the credit union’s investment can be determined by
the credit union’s appraisal of the underlying value of the CUSO’s net assets based on its year-end
or periodic financial statements.
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6110.3 FINANCIAL STATEMENT PRESENTATION

The presentation of the investment in a CUSO on the credit union’sfinancia statements depends upon the
amount of voting stock of the CUSO that is owned by the credit union. Therefore, the investment will be
shown in one of three ways:

a) If the credit union owns over 50 percent of the voting stock of the CUSO, under generally ac-
cepted accounting principles, the credit union is deemed to have a controlling financial interest in
the CUSO’ s operations and is required to prepare consolidated CU/CUSO financial statements.
The preparation of consolidated financial statements is facilitated by using a consolidated state-
ment working paper. An illustrative example of a consolidated statement working paper, along
with examples of the elimination of intercompany transactions is presented later in this section.

b) If the credit union owns 20 to 50 percent of the voting stock of a CUSO and has the ability to
exercise significant influence over its operations, the investment should be shown on the balance
sheet using the equity method, i.e., as a single amount with the proportionate share of income or
loss shown on the income statement as a single amount except for extraordinary itemswhich
should be shown separately.

c) If the credit union ownsless than 20 percent of the voting stock of the CUSO, and therefore, has
neither a controlling financial interest nor the ability to exercise significant influence over the
CUSO' s operation, the investment should be shown as a single amount on the balance sheet in
Account No. 748.1.

Iustrative Example for Consolidated Statement Working Paper.

Thefollowing example represents credit union X’ sand CUSO Y’ s consolidated financial statements as of
December 31, 1986, 1 year following credit union X’ s 100 percent purchase of CUSO Y’ svoting stock for
$90,000. The par value of the stock was $75,000, undivided earnings purchased totaled $12,000, and the
credit union paid $3,000 in excess of book value for the CUSO’ s assets.

Sincethe credit union purchased a controlling financial interest in the CUSO, consolidation of CU and
CUSO financial statementsis necessary/ required. Assume that no dividends were declared by the CUSO
and that the CUSO’ s net income for the year was $10,000. The following entry would be made on the
credit union’s books to record the amount of the net income (100% interest):

Dr. - Investment in Credit Union
Service Organization
(ACCE. NO. 749.1) oottt e e e e e e e e enreee e $10,000
Cr.-Income from Investmentsin
Credit Union Service Corporation
(Aot o N o T 022 1 RS RSR $10,000

Since the above entry is considered to be an “intercompany transaction,” an eliminating entry on

the consolidated statement working paper will be needed. These entries are necessary to prevent
assets and liabilities from being overstated on the consolidated financial statement.
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Other types of intercompany transactions that must be eliminated in the preparation of consolidated
statements but which are not demonstrated in this example include:

a) Money loaned to a CUSO that results in an account payable on the books of the CUSO, and an
account receivable on the books of the credit union.

b) Any portion of an employee’s salary of the credit union that also provides services to the CUSO,
that results in an accrued expense on the CUSO’ s books and accrued income on the credit union’s

books.

These examples are not intended to be an all inclusive list of necessary intercompany transactions.
Because of the complicated nature of consolidated accounting, a credit union should consider the need for
the services of a public accounting firm to assist in the preparation of consolidated statements.

Credit Union X and Subsidiary CUSO Consolidated Statement Working Paper
For Year Ended December 31, 1992

Credit CUSO Eliminations Consolidated

Union U Y Dehit Credit

($000s) ($000s) ($000s) ($000s) ($000s)
Income Statement:
Loan Income 18 18
CUSO Income 10 a 10
Investment Income 9 9
Other Income 3 3
Locate Fees 75 75
Auto Sales 26 26
Interest Income 11 11
Advertising 6 6
Tax Service 4 4
Tota Credits 40 122 10 — 152
Salaries & Benefits 15 57 72
Total Other Op. Exp. 12 55 67
Prov for Loan Losses 5 5
Total Debits 32 112 — — 144
Net Income,
Carried Forward 8 10 10 8
Balance Shest:
Loans, Net 87,000 87,000
Cash 2,700 8 2,708
Investments 24,000 20 24,020
Investment in CUSO 100 a 10

b) 90
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Credit Union X and Subsidiary CUSO Consolidated Statement Working Paper
For Year Ended December 31, 1992 (Continued)

Credit CUSO Eliminations Consolidated
Union U Y Dehit Credit
($000s) ($000s) ($000s) ($000s) ($000s)
Accts Receivable 12 5,112
Notes Receivable 3 3
Other Assets 7,860 54 7,914
Differential b) 33 3
$126,760 $97 $343 $100 $126,760
Accounts Payable 5,000 5,500
Other Liabilities 6,002 6,002
Shares
CU X 110,000 110,000
CUSOY 75 by 75
Regular Reserve 2,350 2,350
Undivided Earnings 2,900 12 by 12 2,900
Net Income,
Brought Forward 8 10 10 8
$126,760 $97 $97 — $126,760

Explanation of Eliminations:
a) Toreverse credit union X's proportionate share of CUSO Y’ s net income.
b) To eliminate the January 1, 1986, investment account balance against the corresponding equity
accounts of subsidiary CUSOYY.
61104  LOANSTO A CREDIT UNION SERVICE ORGANIZATION
When a credit union makes aloan to a CUSO, it should follow the same procedures that would be used in
the granting of acommercial loan to amember. These procedures are outlined in Section 701.21(h) of the

NCUA Rulesand Regulations. Particular attention should be paid to the following areas:

a) Perform an analysis of the CUSO’s ability to meet the payment schedule shown on the Promissory
Note. Thiswould include an in-depth cash flow analysis.

b) Collateral requirements, including loan to value ratio’s; appraisal, and title searches; stepsto be
taken to secure various types of collateral, and how often the value and marketability of collateral
isto be reevaluated, along with frequency of on-site inspections of the collateral.

c) Appropriate interest rates and maturities of the loan(s).

d) Loan monitoring and follow-up procedures.
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If the CUSO is not able to make payments on a regular basis, causing the loan to become delin-
guent, the loan should be treated as any other delinquent loan. This would include listing the loan
on the monthly delinquent loan report, and reserving for any possible losses on the loan if the loan
becomes seriously delinquent. Generally accepted accounting principles requires a credit union to
establish a reasonable amount in the Allowance for Loan Losses Account to cover estimated losses
inherent in the loan.

61104.1 ACCOUNTING PROCEDURES

The accounting entries for aloan to a CUSO should be the same as those for aloan to a member except
that Account No. 748.2, “Loans to a Credit Union Service Organization,” should be used rather than
Account No. 701. Refer to Section 4050.4 in the Accounting Manual.

6110.4.2 COLLECTION PROCEDURES

The collection procedures for aloan to a CUSO should be essentially the same as for aloan to any
member. Refer to Section 5220.2.8 in this Accounting Manual for a discussion on establishing and
maintaining an effective collection program.

6120 SPECIAL ACCOUNTING AND OPERATING PROCEDURES FOR
FEDERAL CREDIT UNIONS MAINTAINING BRANCH OPERATIONS

A branch operation can be established for a variety of reasons or circumstances. Some branches are
established to extend services within an existing field of membership, or are the result of mergerswith
other credit unions. Sometimes a branch is established due to the expansion of the sponsor or to better
serve membership at distant geographical locations. If afederal credit union has one or more branch
offices, areview of the branches' operations should be performed on a periodic basis. This review should
include at least the following: cost effectiveness, adequacy of internal controls, and service to members.

When assessing the areas of services to members and cost effectiveness, the board of directors need to
determine the effect of abranch operation on shares, loans, income, expenses and reserves. Thissame
analysis would be applied whenever afedera credit union adds one or more branches, or desiresto
establishitsfirst branch operation.

Whenever a credit union increases the number of branch offices or establishes its first branch, the board
of directors need to consider the effect these actions will have on the amount of fixed assets owned or
leased by the credit union. Thisis necessary because Section 701.36 of the National Credit Union
Administration Rules and Regulations places some limitations on the amount that can be invested in fixed
assets. Section 6070 in this Accounting Manual provides a detailed explanation of the limitations.

In summary, establishing a branch operation, maintaining existing branch operations, or establish-
ing branch offices requires thorough planning by the board of directors.
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6120.1 BRANCHES

Management must determine the type of branch office control to establish. The decision isbased upon
policy, available staff, member needs and the nature of the recordkeeping system and equipment available.
The degree of control can vary from centralized, where strict control is maintained in the main office, to
decentralized, where the branch operates under a maximum of main office direction. Under either type of
control the scope of operations can vary from form processing such as member and loan applications, to
full service such as cash receipt and disbursements, and loan application approval and disbursements.

6120.2 CENTRALIZED OPERATIONS

This type of control requires maintenance of the books of account, including the member’s ledgers and all
other essential records, in the main office. In order to retain proper control of transaction activity in
central operations, effective communication must be established between the branch and the main office.
Immediate availability of communication is essentia if the branch has the function of disbursing funds to
members. For example, in the case of a share withdrawal, an inquiry must be made to the main office to
determine if sufficient unencumbered shares are available for withdrawal. Communication can be
established and maintained by any one or combination of methods such as by special messengers, couri-
ers, mail telephone, data transmission by electronic means, teller terminals, etc.

Regardless of the type of communication used, procedures must be established to insure that the informa-
tion exchanged between the main office and the branch is both current and accurate.

For centralized operations, an accounting system needs to be developed that will identify the share and
loan accounts initiated and maintained at or by the branch, and create separate income and expense
accounts for the branch by adding a suffix to the primary account, e.g., Account No. 111-1, “Interest on
Loans-Branch No. |,” etc.

The accounting and operating procedures discussed herein encompass a wide range of services. Varia-
tions of the procedures can be adapted to suit the degree and complexity of the services offered.

6120.2.1 CASHRECEIPTS

Cash receipts can be received from over the counter share deposits and oan payments, purchase of
travelers checks and money orders, etc. To record cash receipts at the branch office, three copies of the
cash received voucher are usually prepared. One copy of the voucher is transmitted to the main office,
another isfiled at the branch office and athird copy is given to the member as areceipt. Additional
copies may be needed if source documents are batched and sent to an electronic data processor.

Cash receipts are balanced daffy. An original and one copy of the summary voucher is prepared. One
copy isincluded with the cash received vouchers being sent to the main office while the other copy is
retained at the branch. With an on-line system, the process can be combined whereby the cash
received voucher is a by-product of data entry into the terminal. If information is transmitted by
hard copy, as well as by computer, both sources must be reconciled.
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6120.2.2 DISBURSEMENTS

All branch office disbursements must be supported by vouchers. The original vouchers along with the
summary areto be sent to the main office. The duplicate vouchers, along with the duplicate of the sum-
mary, are to be held at the branch office.

6120.2.3 CASHACCOUNTS

Several types of cash accounts may be established if receipts and disbursements are processed through
the branch office:

a) Change fund-this must be authorized by board policy and would depend upon the volume of
transactions, proximity to the main office and facilities for handling cash.

b) Checking account-this could either be a separate account in the same bank as the main office, or
an account in a bank located within the same city as the branch office. Arrangements can be made
in advance for transfer of funds as necessary. The bank statements and canceled checks should be
sent to the main office for reconcilement.

6120.24 PROCESSING OF LOANS

Loans may be disbursed at the branch office after approval by aloan officer pursuant to the authority
delegated by the credit committee or board of directors. Applications which require credit committee
action must be referred to the committee at the main office for approval or disapproval. After action has
been taken on these items, approval and rejection advices should be sent to the branch office on aflow
basis.

L oan documents are usually transmitted to the main office; however the board of directors may decide that
these documents be maintained at the branch office. If the loan documents are sent to the main office,
sufficient information to meet member servicing needs should be maintained at the branch office.
6120.25 RECORDSAT A BRANCH

Although the books of account and essential records are usually maintained in the main office, itis
necessary for the branch to maintain some records so that day-to-day operations may be conducted with
the members as follows:

a) Duplicate of cash received, cash disbursed, journal and summary vouchers,

b) Duplicate records affecting payroll deductions;

¢) Duplicate membership applications cards or some other means of identifying members;

d) Duplicate of the Individual Share and Loan Ledgers; and
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e) A daily log for Cash, Shares and Loans. This record is useful in determining cash needs on
a daily basis. At the end of each month, the cumulative totals of the daily log are deter-
mined.

6120.2.6 STAFFING OF ABRANCH

The board of directors must provide necessary operating staff for the branch office including the appoint-
ment of one or more assistant treasurers or assistant managers. The credit committee or the board of
directors, if the bylaws so provide, may want to appoint one or more loan officers. The loan officer may
serve as an assistant manager or assistant treasurer. However, the restrictions against disbursing proceeds
of aloan which are approved by the same person, must be observed. If the branch office and main office
arein proximity of each other, rotation of personnel may be appropriate.

6120.2.7 SURETY BOND AND OTHER INSURANCE COVERAGE

Coverage under the surety bond and other insurance policies may not automatically extend to the branch
office. The board of directors will need to determine that surety coverage is provided in accordance with
Section 701.20 of the National Credit Union Administration Rules and Regulations. The need for and
extent of coverage provided by other types of insurance should aso be determined by the board of
directors.

6120.2.8 SUPERVISORY COMMITTEE

Provisions must be made to include the operations of the branch office in the comprehensive annual audit
performed each year and the verification of members accounts. Surprise cash counts, bank (checking)
account reconciliations, and inventories of money orders and travel ers checks should be included in the
audit steps.

6120.29 MEMBERSHIPAPPLICATIONS

Membership officers may be appointed by the board of directorsfor branch offices asrequired. Persons
appointed must be members of the credit union and other than persons authorized to disburse funds or to
serve as loan officers.

6120.2.10 SECURITY

Provision must be made for compliance with Section 748 of the National Credit Union Administration
Rules and Regulations (Minimum Security Devices and Procedures) at each branch location.
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6120.2.11 RECORDS PRESERVATION

As aminimum, duplicate records need to be retained at the branch office until the transactions reflected
on them have been recorded and balanced at the main office. In setting a destruction schedule, the board
of directorswill need to consider the value of the duplicate records as atool for answering questions
presented by the members as well as the needs of the supervisory committeein auditing the branch office.

6120.2.12 SERVICE

There are occasions where branch office members may appear at the main office for service and vice
versa. Careful separation of account activity between members at the branch office versus members at
the main office isacrucia aspect of branch office control, e.g., using a special suffix, code, or block of
account numbers to identify branch office members.

6120.2.13 OVERSEASBRANCHES

Most of the procedures indicated above for a centralized operation also apply to the establishment and
operation of overseas branches for stateside credit unions which provide immediate communication to the
branches viateletype, telex or similar data transmission system. Stateside credit unions that do not
provide immediate communication to overseas branches operate under a modified centralized/decentral-
ized operation which mandate specia approaches and procedures described in Section 6125 of this
manual .

6120.3 DECENTRALIZED OPERATIONS

Under this type of control the branch management operates under a minimum of main office direction
and is responsible to the main office. In practice, the board of directors may select any type of control
between the two extremes. To illustrate decentralized operations, it will be assumed that the branchiisa
“mini” credit union, operating within board policy. Monthly financial statements are prepared and
submitted to the board of directors. Separate Individual Share and Loan Ledgers, a Journal and Cash
Record and a General Ledger are maintained by the branch office. 1n a decentralized operation, boards of
directors should develop an operating budget for the branch office and conduct periodic reviews of the
budget by comparing actual income and expense amounts to budgeted amounts.

61204  ACCOUNTING SYSTEM FOR A BRANCH

As stated previoudly, the extent of the accounting activity at a branch depends on credit union policy. The
operating policies of one credit union may require a complete set of accounting records at each branch;
policies at another credit union may call for the concentration of all accounting records in the main
office.

In some credit unions, the branch maintains a complete set of accounting records. They consist of the

Journal and Cash Record, the General Ledger, Expense Ledgers, a Chart of Accounts, and segregated
Individual Share and Loan Ledgers; al similar to those of an independent credit union. The branch also
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prepares monthly financial statements and forwards them to the main office. The main office thus
establishes the number and types of General Ledger Accounts, internal control policies and proce-
dures, the form and content of financial statements, and the accounting policies.

The range of transactions that need to be accounted for by a branch are those transactions which consist of
controllable expenses and income for which the branch manager isresponsible. If the branch manager has
responsibility for all assets of the branch and its expenditures, the branch accounts need to reflect this
responsibility. Expensesthat are not within control of the branch should be accounted for by the main
office. These expenses are then allocated and charged to the branch in accordance with management’s
alocation policy. The branch’s Statement of Income (FCU 109B) will then reflect those charges.

612041 RECIPROCAL ACCOUNTS

The accounting records maintained by a branch should include a main office account (Account No. 865)
which is credited for all purchases, cash, or other funds provided by the main office. It should be debited
for al cash, purchases, or other funds sent by the branch to the main office or other branches.

The“Main Office Account” is shown in the liability section of the branch’s Statement of Financial
Condition (FCU 109A). This account shows the main office’ s net investment in the branch. At the end of
the accounting period when the branch closesits accounts, the “Net Income (Loss)-Branch #1,” (e.g.,
Account No. 960-1), would be closed to the main office’s “Net Income Account,” (Account No. 960).
The account balance would either increase when there was net income or decrease when there was a net
loss.

6120.4.2 INVESTMENT IN BRANCH ACCOUNT

Asfor the accounting records of the main office, areciprocal account is maintained, titled, “Investment in
Branch,” (Account No. 753). The account is debited for the cash, purchases, and services that are pro-
vided to the branch and the net income earned by it. It is credited for the cash or assets that are received
from the branch office and for any net loss incurred by the branch.

6120.5 FINANCIAL STATEMENTSFOR THE BRANCH

The branch needs to prepare a separate Statement of Financial Condition (FCU 109A) and a Statement of
Income (FCU 109B). The only different aspect of a Statement of Financial Condition (FCU 109A) for a
branch isthe use of the Main Office Account (Account No. 865) instead of the investment accounts used
by the main office.

6120.6 FINANCIAL STATEMENTSFOR THE MAIN OFFICE AND THE BRANCH

The Statement of Financial Condition (FCU 109A) that is made available to credit unions members or
posted in the credit union’s main office must show the financial position of the credit union asasingle
unit. A working paper would normally be prepared reflecting the adjusted trial balances of the home
office and the branch. The Statements of Financial Condition (FCU 109A) and the Statements of Income
(FCU 109B) would be used for this purpose. Figure 6-XX provides an illustration of such aworking

paper.
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In completing the working paper, the assets and liabilities of the branch are substituted for the “ Invest-
ment in Branch” account (Account No. 753) shown on the workpaper as part of the main office strial
balance. Thisisaccomplished by the combination eliminating entries whereby:

a) The“Main Office,” Account No. 865 is offset by “Investment in Branch,” Account No. 753;

b) Receivables and payables between the branches and the main office or between the main office and
abranch are eliminated; and

¢) Intra-office profits or losses are eliminated.

6120.7 ILLUSTRATIVE JOURNAL AND CASH RECORD ENTRIES

Assume that JV Federal Credit Union maintains Branch #1 in another state. Furniture and equipment
used at the branch is recorded on the records of the main office. Several operating expenses are appli-
cable to the entire credit union operation. The main office bills the branch for its portion of the allocated
cost. The branch was opened December 1, 19X0.

The following transactions occurred during the month of December 19XI.

6120.7.1 DESCRIPTIONSOF THE TRANSACTIONS
a) Cash of $200,000 was sent to the branch.
b) Furniture and equipment was purchased by the branch for $1,000. The transactionisto bere-
corded on the records of the main office which isin accordance with the policies of the main
office for other assets purchased by the branch.

c) Forty new consumer type loans were granted to credit union members totaling $160,000.

d) Payments on loans that have been processed by the branch amounted to $124,000 including
interest.

e) $4,000 of operating expense were paid by the branch.
f) The branch forwarded $76,000 cash to the main office.

g) Operating expenses of $6,000 that were applicable to the branch’s operations were billed to the
branch by the main office.
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Journal and Cash Record Entries

Main Office

Dr. - Investment in Branch #1
(ACCE. NO. 753.1) coeeeiieiie ettt a e reeaneas $200,000

(O gL @2 o 1 N ox A N o T 1 ) SRR

Dr. - Furniture and Equipment -
Branch #1 (ACCt NO. 774.1) .ocveieeeieeeee e $1,000
Cr.-Investment in Branch #1

(X oot o T4 T ) OSSP

None
None
None

Dr. - Cash (ACCL. NO. 731) ...ooceeieiieie et $76,000
Cr.-Investment in Branch #1

(X oot o T4 0 SRS

Dr. - Investment in Branch #1
(ACCE. NO. 753.1) ceeeieieeieeitie ettt e et sne e e eneeenaeenneas $6,000
Cr.-Operating Expenses

(X oot o 1210 ) SRR

Branch Office

Dr. - Cash (ACCL. NO. 731) ...cciueiieieiieie et $200,000

Cr.-Main Office (ACCt. NO. 865) ....cueveiiiiiiie et

Dr. - Main Office (ACCt. NO. 865) .....c.ccvevueriieierieiie e $1,000

Cr.-Cash (ACCE. NO. 73L) .ottt et et e s e e seee e aeeeenneeas

Dr.-L0oans (ACCt. NO. 701) ....ccueveereeiieieceesieseeseeseesee e see e $160,000

(O gL @2 o 1 N ox B N o T4 1 ) SRS

Dr. - Cash (ACCL NO. 731) ...cveerceeeeeeeeeeeeeseeeeeeseeeeeeeeeees e $124,000

Cr.-L0oans (ACCE. NO. 70L) ..oooeeeeiieieiee ettt et e e e e e e e e e nneeas
Cr.-Interest on Loans (ACCt. NO. 1171) ....ooiiiiiiiiie e

Dr.-Rent (ACCL. NO. 251) ...ccueeiuieieiieeiesieeiesie e ste e se et ne e e $4,000

Cr.-Cash (ACCE. NO. 73L) .ottt et e e seee e eeeeenneeas
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Branch Office (Continued)

f.  Dr.-Main Office (ACCt. NO. 865) ......cccceevrreeririeiicie e $76,000

Cr-Cash (ACCE NO. 73L) ..eeeeeeeeeeeeeeeeeeeeeeeeeeeeee e ee e ee e s e ee e e e ee s seesneen s $76,000
g. Dr. - Operating Expense

AN ox B N[ 2200 ) SRS $6,000

Cr.-Main Office (ACCL. NO. 8B5) ....c.eevueeieiieeieiieeie s ete e esee e e e steeae e etesseesesseenaessaennens $6,000

6120.7.2 RECIPROCAL ACCOUNT IN MAIN OFFICE GENERAL LEDGER

Investment in Branch #1 (Account No. 753)
Explanation of the Debit
Transaction Dr. Cr. Balance
#1 Cash forwarded to the branch $200,000 $200,000

#2 Furniture and Equipment purchased
Reciprocal Account in Main Office Gener Ledger (continued)

by the branch, but recorded in the

main office $1,000 $199,000
Investment in Branch #1 (Account No. 753)
Explanation of the Debit
Transaction Dr. Cr. Balance
#6 Cash received from the branch $76,000 $123,000
#7 Operating expenses billed to branch $6,000 $129,000

6120.7.3 RECIPROCAL ACCOUNT IN BRANCH LEDGER

Main Office (Account No. 865)
Explanation of the Credit
Transaction Dr. Cr. Balance
#1 Cash received from main office $200,000 $200,000

#2 Equipment purchases by branch to be

recorded on the books of themain

office $1,000 $199,000
#6 Cash sent to home office $76,000 $123,000

#7 Operating Expenses billed by home
office $6,000 $129,000
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6125 SPECIAL ACCOUNTING AND OPERATING PROCEDURES FOR
FEDERAL CREDIT UNIONS MAINTAINING OFFICES OVERSEAS

Federal credit unions whose fields of membership have been expanded to include personnel at military
bases overseas are presented with new opportunities to extend valuable credit union services. Undoubt-
edly, the greatest challenge will be to provide prompt and complete service to the members overseasin
spite of the geographical distance that separates the overseas base from the credit union officein the
United States.

A federal credit union submitting a proposal to the National Credit Union Administration to include
overseasinstallationsin its field of membership should include information on the accounting and
operating procedures which will be used in operating the overseas office. Information concerning the
accounting and operating procedures should be submitted to the Administration’s regional office serving
the areain which the credit union’s home office is located.

In summarizing the operating proceduresit should be kept in mind that the need to maintain duplicate
records may be substantially reduced for federal credit unionsthat use a computerized accounting system.
Since there are variancesin the types of computer systems used by federal credit unions, it is not practical
to identify a uniform method that each of these credit unions should follow in serving the overseas office.
Consequently, afederal credit union using acomputer system should submit a description of the proce-
duresit intends to use in servicing the overseas office. Comments on the frequency of transmittal of
specific types of documents between officeswill need to beincluded. Copies of output documentsto be

used by the overseas facility as substitutes for maintaining duplicate records should be submitted with the
description.

6125.1 ACCOUNTING AND OPERATING PROCEDURES
The accounting and operating procedures discussed herein provide the framework in which overseas
members can receive appropriate service. The procedures are based on the assumptions that the overseas
office will accept payments from members and make all disbursements to them.
The accounting and operating procedures are discussed in three major sections as follows:

a) Specia Considerations;

b) Overseas Procedures; and

¢) Main Office Procedures.
In most instances, these procedures can be followed with few changes. Where necessary, however,

reguests for waivers should be sent to the Regional Directors for review and transmittal to the
Administrator for action.

6125.2 SPECIAL CONSIDERATIONS
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6125.2.1 RESPONSIBILITY FOR OPERATIONS

The board of directors, credit committee and supervisory committee are responsible for the operations of a
federal credit union. The operation of an overseas office of the credit union placesincreased responsibility
on the officials at the main office in guiding and directing the affairs of the credit union at each of its
branch locations.

612522 ALLOTMENTS

Allotment checks and supporting data showing the individual allotments should be sent to the office
serving the members at that location. Members stationed at the overseas |ocation should designate the
overseas office as recipient of their allotments. All other members should designate the main office as
recipient.

6125.2.3 FOREIGN CURRENCY TRANSACTIONS

Statement of Financial Accounting Standards (SFAS) No. 52 sets forth accounting standards for foreign
operations. FASB 52 would usually only affect credit unions with regard to foreign currency transac-
tions. A foreign currency transaction takes place whenever a monetary transaction occursin a currency
other than the functional currency of the branch. For purposes of SFAS No. 52, the “functional currency”
of the branch would normally be U.S. dollars.

SFAS No. 52 requires that financial statements be adjusted to reflect the current value of foreign currency
on deposit at the overseas branch. Thisisreferred to as“ Trandation Adjustments.” Trand ation adjust-
ments may result in again or loss that would have to be reflected on the financial statement. translation
adjustments are calculated by taking the difference between the exchange rate that could have been used
to settle the transaction on the date it occurred and the exchange rate that exists as of the balance sheet
date.

Example: A member makes a share deposit in aforeign currency of $50 and the exchange rate on that
day is1.25. In U.S. dollars the deposit is worth $40 ($50 divided by 1.25). When the month-end financial
statements are prepared, the exchange rate has changed to 1.20. The deposit is now worth $41.67, or a
gain of $1.67. This gain of $1.67 should be recorded on the income statement as a gain on foreign cur-
rency transactions.

61253 OVERSEASPROCEDURES
6125.3.1 RECORDS
In order for the overseas office to carry on day-to-day operations with the members at the facility, itis

necessary that certain records be maintained overseas. These records should be duplicated and the official
records maintained at the main office.
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6125.3.1.1 MINIMUM RECORDSTO BE MAINTAINED AT OVERSEAS OFFICE

a)

b)

c)
d)

€)

Duplicates of cash received, cash disbursed and journal vouchers, along with any summary vouch-
ers prepared.

Duplicates of recordsreflecting allotment postings.
Duplicates of membership application cards or some other means of identifying the members.

A Daily Log for Cash, Shares and Loans, except for centralized, computerized recordkeeping
systems.

Duplicates of the Individual Share and Loan Ledgers, except for centralized, computerized
recordkeeping systems.

6125.3.1.2 RECORDSAND INFORMATION TO BE TRANSMITTED BY THE OVERSEASOFFICE TO THE MAIN
OFFICE

Daily

a)

b)

c)
d)

f)
9)
h)

Originals of all cash received, cash disbursed and journal vouchers, along with each day’ s summary
vouchers.

The breakdown (Shares, Loans, Interest and Late Charges) of any allotment posting.
Invoices for expenses paid.

Notes and supporting documents for loans made (microfilmed, microfiched, photostatic copies, or
the original documents).

Applications for loans and extension agreements to be considered by the credit committee (includ-
ing applications submitted to the loan officer but not approved by the loan officer).

Requests for withdrawal of shares requiring credit committee approval.
Membership applications.

Loan officer records (credit committee may require weekly submittal).

Monthly

a)

b)

6-146

Month-end tapes of the Individual Share and Loan Ledger balances, except for centralized, com-
puterized recordkeeping systems.

Membership officer report, if membership officer islocated oversess.



¢) Month-end cumulative totals of Cash, Shares and Loans from the Daily Log, except for
centralized, computerized recordkeeping systems.

6125.3.2 OPERATIONS

6125.3.2.1 RECEIPTS

To record cash receipts at the overseas office, three copies of the cash received voucher should be pre-
pared. One voucher istransmitted to the main office; a second copy isfiled at the overseas location after
posting, and the third copy given to the member as his receipt. (If passbooks are used, the triplicate copy
need not be prepared.)

Cash receipts should be balanced in accordance with the instructions in Sections 5010, 5050, and 5060.
An original and a copy of the summary voucher should be prepared for all cash received vouchers of the
day. Theoriginal summary should be transmitted to the main office with the original vouchers. The
duplicate summary should be filed in the overseas office with the copies of the vouchers.

6125.3.2.2 DEPOSITSMADE BY AN OVERSEASBRANCH

A separate bank account must be opened for the overseas office. Eligible depositories under the Federal
Credit Union Act include branches of stateside banks and local banks that are correspondents of stateside
banks. If there are no such branches or banks available at or near the overseas facility, the account should
be maintained in a stateside bank. In that event, cash receipts will need to be transmitted to the bank.
Money orders may be used for this purpose. It may be possible to make an arrangement with the finan-
cial officer on the military base where cash turned over to him/her will be transmitted to the main office
or designated depository.

Arrangements should be made so that both the main office and the overseas office receive validated bank
deposit tickets for deposits made by the overseas office.

6125.3.2.3 DISBURSEMENTS

Disbursements to members whose accounts are at the overseas office should be made by the overseas
office. Conseguently, all requests for share withdrawals and loan applications by members whose ac-
counts are at the overseas office should be presented to that office. Careful separation of account activity
between members at the overseas office versus members at the main office is a crucia aspect of overseas
office control.

Many requests for disbursements, including loans and share withdrawals that the loan officer
approves pursuant to delegated authority can be fulfilled without referral to the main office. Those
requests which do require further main office action, should be referred to the main office for
approval or disapproval. After action has been taken on these items, approval and rejection advices
should be sent to the overseas office in whatever form the credit union finds workable.
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All overseas disbursements should be supported by vouchers. The original vouchers, along with
the summary, are usually sent to the main office. The duplicates, along with the duplicates of the
summary, are to be filed at the overseas office. If the main office desires a posting copy in addition
to a check register copy, an additional copy of the voucher should be prepared. Notes and support-
ing documents (or facsimiles thereof) for loans disbursed at the overseas office are usually sent to
the main office for filing; however if the board of directors so decide, these documents can be
maintained at the overseas office.

Expensesincurred at the overseas office should be paid by that office. An exception to this policy would
be the payment of salaries to the overseas office employees by the main office.

6125.3.2.4 DAILY LOG

The overseas office should maintain a Daily Log into which the debits and credits of Cash, Shares and
Loans from each day’ s summary vouchers are entered. At the end of each month, the cumulative totals of
the Daily Log should be determined.

6125.3.25 ALLOTMENTS

Overseas members should designate the overseas office as recipient of their allotments. Each time the
overseas office posts allotments, it should furnish the main office with the posting information so that the
official Individual Share and Loan L edgers can be updated.

6125.3.2.6 RECORD OF LOANS MADE

If the overseas office does not retain loan applications, it is necessary that a record of 1oans made be
maintained. The basic information shown on the record portion of the Individual Share and Loan Ledger
(plus any additional information that is necessary for the loan officer to act on applications for loan(s)
should be recorded. An example of additional information which would be helpful isthe *purpose’ of the
previous loan(s).

6125.3.2.7 LOANSTO PURCHASE SECURITIES

A borrower who is a citizen or aresident of the United States obtaining credit from an oversesas office of
an FCU registered under Regulation G must comply with the provisions of Regulation G if the purpose of
the loan isto purchase listed securities. The borrower is not required to complete Part | of Federal
Reserve Form G-3 (concerning a statement of the purpose of the credit). However, it is recommended
that a federal credit union encourage the member to fill out the purpose statement. This practice
should eliminate any potential penalties that could arise should the member use the borrowed funds
to purchase something other than listed securities.

6125.4 MAIN OFFICE PROCEDURES
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6125.4.1 RECORDS

The main office is charged with the responsibility of maintaining all official recordsfor the overseas office
in addition to the main office records. The main office, therefore, needs to maintain the same records for
overseas members as it maintains for the members at the stateside location. The fact that the overseas
officeisrequired to maintain duplicate records in order to provide prompt service does not relieve the
main office from keeping a complete set of records.

61254.1.1 RECORDSTO BE MAINTAINED AT THE MAIN OFFICE
a) All records now maintained for main office transaction.
b) All records reflecting overseas transactions.

c) Daily cash balance of bank account for overseas office.

d) Duplicate copies of approval and rejection advices sent to overseas office.

6125.4.1.2 INDIVIDUAL SHARE AND LOAN LEDGERS (DUPLICATEYS)

The balances on the Individual Share and Loan ledgers are updated daily. These ledgers must be clearly
marked “duplicate.”

Trial balance tapes of the duplicate Individual Share and Loan Ledgers must be prepared each month-end
and balanced to the Share and Loan totals in the Daily Log. One copy of the tapes should be sent to the
main office for confirmation with the official records.

6125.4.1.3 JOURNAL AND CASH RECORD AND GENERAL LEDGER

To provide the credit unions officials with the information they need to analyze the overseas operations,
separate Journal and Cash Records and Genera Ledgers (designated as “main office” and “overseas’)
should be maintained. In addition, in order that transactions between the two offices can be properly
reflected in the separate records maintained for each office, it is necessary to use the reciprocal accounts,
Account. Nos. 753 and 865.

At the end of each month, the “main office” Journal and Cash Record is closed, and the totals are posted
to the “main office” General Ledger. Tria balances are prepared of the Individual Share and Loan
Ledgers for the “main office” accounts, and the balances are reconciled to their respective “main
office” General Ledger accounts.

The monthend tapes of the overseas office, which have been prepared by the main office, should then be
reconciled to the tapes furnished by the overseas office. All balances on the tapes must be as of the last
business day of the period. Any differences should be promptly reconciled with the overseas office. A
Statement of Financial Condition and related period-end reports should then be prepared for the main
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office.

The “overseas” Journal and Cash Record should be held open until all vouchers for the month are
received. After these transactions are entered into the “overseas’ Journal and Cash Record and
posted to the “overseas’ Individual Share and Loan Ledgers, the “overseas’ Individual Share and
Loan Ledgers, and the balances should be reconciled to their respective “overseas’ General Ledger
accounts. A Statement of Financial Condition and related period-end reports should then be pre-
pared for the overseas office. As afinal step, a consolidated Statement of Financial Condition and
related period-end reports should be prepared.

6125.4.1.4 SCHEDULE OF DELINQUENT LOANS

At the end of each month (or more frequently if dividends are distributed more frequently than monthly)
the main office should prepare a Schedule of Delinquent Loans. A combined schedule or separate sched-
ulesfor the overseas office and the main office can be prepared. A copy of the combined schedule, which
specifically identifies the delinquent |oans at the overseas office (or the separate schedule which fists only
the delinquent loans at the overseas office), should be furnished to the overseas office on amonthly basis
(more frequently if needed).

If the credit union follows the practice of transferring to the main office the accounts of those members
who leave the overseas base, then a procedure should be developed to identify those loans which subse-
guently become delinquent. Thetotal of the number and amount of these loans which subsequently
become delinquent should be shown in the statistical section of the Statement of Income (FCU 109B) of
both the overseas office and the main office. A note to the financial statements should identify the total of
the number and amount of delinquent loans attributed to the overseas branch and the main office.

6125.4.1.5 STATEMENT OF ACCOUNT

Assuming that statements of accounts are used, they should be mailed by the main officeto all overseas
members.

6125.4.1.6 SUPERVISORY COMMITTEE

The supervisory committee should determine the date and scope of audits to be performed at the overseas
location and inform its overseas assistant and/or accounting firm. Since the official records should be
maintained at the main office, verification of members accounts should originate from the main office.

6125.4.1.7 OTHERACCOUNTINGENTRIES

At the end of each accounting period, the income and expense accounts should be closed to “Net
Income (Loss)” on the respective records of the overseas office and main office. Valuation allow-
ance adjustments, dividends, and interest refunds should be recorded on the respective records
before the income and expense accounts are closed to “Net Income (Loss)”, in accordance with the
instructions in Sections 4000 and 5000 of this manual. The net income or loss generated on the
records of the overseas office should then be
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transferred to the main office records through the use of the reciprocal accounts. The apportion-
ment of income or loss between the “Regular Reserve” and “Undivided Earnings’ accounts should
then be made on the main office records. “Undivided Earnings’ and “Regular Reserve’ accounts
should not be established for the overseas office.

Any loans to be charged off should be charged to the “Allowance for Loan Losses,” (Account No. 719) in
the main office records. Refer to Section 6125.5 for alisting of the proper accounting entries to be used
when aloan is transferred to the main office. Recoveries should, likewise, be credited to the main office
“Allowance for Loan Losses,” (Account No. 719). The Statement of Income (FCU 109B) should receive
allocation of the “Provision for Loan Losses Expense,” (Account No. 300) and be footnoted for charge-
offs and recoveries of overseas |oans.

6125.5 ILLUSTRATIVE OPERATIONAL ENTRIES

The following illustrative entries reflect typical transactions between the main office and overseas branch
office.

Illustrative Entries:

a) Torecord cash transferred from branch office to main office:

Dr. - Main Office (ACCt. NO. 865)  ..evocveeeiiie e $300
Cr-Cash (ACCE NO. 731) .o eeeeeeeeeeeeeee e ee e e ee e ee e ees et eee s s e, $300

Main Office:
Dr. - Cash (ACCL. NO. 731)  .oeveiiieeciieeciee et e e e e e e $300
Cr.-Investment in Branch

X N T ) N $300

b) To record transfer of aloss loan to Main Office for collection and/or charge-off:

Branch Office:
Dr. - Main Office (ACCt. NO. 865)  ..ovooveeereereeseestee e $175
Cr.-L0oans (ACCE. NO. 70L) ..oiiiiiiiiiiiiiiiee et e e et e e e e e e e s e e e e e e e e e e e nnenneeeeeas
$175
Main Office:
Dr.-Loans (ACCt. NO. 701)  .ovcveeeeeeee et $175

Cr.-Investment in Branch

6-151



(ot T N o T £ ) S $175
c) To record transfer of allowance established for above loan transferred to Main Office:
Branch Office:
Dr. - Allowance for Loan Losses
(ACCE. NO. 719) oot e e e e e raa e $175
Cr.-Main Office (ACCL. NO. 865)  ..ooeiiieeciiie ettt st e e e e eeenees $175
Main Office:
Dr.-Investment in Branch
AN ox B [ 45 ) USRS $175
Cr.-Allowance for Loan Losses
(ACCE NO. 719) oot e e st e e e e e e s sa e e s nte e e naeesnneeeneeeanneeas $175
d) To record the charge-off of aloan that is on the records of the Branch office:

Branch Office:

Dr. - Main Office (ACCt. NO. 865)  ..ooovveeceeree et $125
(@ o= g Y X olox A0 N[ T 01 ) PR $125

Main Office:

Dr. - Allowance for Loan Losses

(ACCE. NO. 719) oot e e e e e e nnae e nae e $125
(AN ox B N[ T4 ) SRR $125

61255.1 ILLUSTRATIVEENTRIESFOR THE END OF THE ACCOUNTING PERIOD
a) To adjust vauation allowance for loans at branch office as required by directors:
Branch Office:
Dr. -Provision for Loan Losses
(ot A N (o 00 ) S $55
Cr.-Allowance for Loan Losses

O N T ) oY $55

Main Office:
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No Entry Needed
b) To record dividends declared for branch office accounts:
Branch Office:

Dr. - Dividend Expense (Acct. NO. 380)  ....oeevveeeiiieiiiee e $125
Cr.-Dividends Payable (AcCt. NO. 820)  ..ocveeiiee et $125

Main Office:
No Entry Needed
¢) Tocloseinterest onloansto Net Income (Loss) for the branch office:
Branch Office:
Dr.-Interest on Loans (AcCt. NO. 111)  coovveciie e $400

Cr.-Net Income (Loss)

(AN ox B N[ T 10 ) RS $400
Main Office:

No Entry Needed
d) To close expense control to Net Income (Loss) for the branch office:
Branch Office:

Dr.-Net Income (Loss)

(ACCE. NO. 9B0) oottt $100

Cr.-Operating Expenses (Control)

(ACCE. NO. 200) oottt bbb e nn $100
€) Totransfer Net Income (Loss) from records of branch office to records to main office:
Branch Office:

Dr.-Net Income (Loss)
(ACCE. NO. 9B0) oottt $300
Cr.-Main Office (ACCE. NO. 865) ...eeiiiiiiiiiiiiiiiiii et e e e e e e
$300
Main Office:

Dr. -Investment in Branch Office
Ao T N (o M £ ) S $300
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Cr.-Net Income (Loss)
(ACCE. NO. 980 oottt p e $300

The apportionment of the combined Net Income (Loss) between Regular Reserve and Undivided
Earnings is then made on the main office records.

6128 CREDIT UNION OFFICE FACILITIES ON
DEPARTMENT OF DEFENSE
INSTALLATIONS

Federal credit unions that have offices on military installations may have the option of using either
available real property space, or constructing their own facilities. The following instructions concern the
prescribed procedure for such credit unions to account for funds expended for office facilities. Authority
for this activity is contained in Department of Defense Directive 1000.10. Details are shown in the regul a-
tionsissued by each concerned military department.

61281  GOVERNMENT-OWNED FACILITY

When a credit union has used its own funds to expand, modify, or renovate government-owned space, a
no-cost permit or license may be provided for a period not to exceed 26 years. The duration of the permit
or license isto be commensurate with the extent of the improvements as determined by the DOD compo-
nent concerned. The leasehold improvements, in this situation, would thus need to be amortized over the
term of the license or permit or the economic life of the improvements, whichever isless. The unamor-
tized portion of the leasehold improvement should be shown as a separate asset account, “L easehold
Improvements,” (Account Number 776). Periodic chargesto amortize the asset account would be to
“Amortization of Leasehold Improvements,” (Account Number 255).

6128.2 OFFICEFACILITIESCONSTRUCTED BY FEDERAL CREDIT UNIONS

Federal credit unionsthat construct office facilities on government installations must agree to certain
conditions required by the aforementioned DOD Directive 1000.10. These conditions are that the facilities
would revert to the government without reimbursement to the credit union upon the revocation of the
lease, closing of theinstallation or the liquidation of the credit union.

The DOD currently encourages credit unionsto construct buildings off-base rather than on-base so that the
credit union does not suffer in case of an installation closure. In addition, credit unions should be
aware that current DOD policy limits leases for new construction to 25 years or less. Some credit
unions are currently operating under 15 year leases, which was the previous maximum period
allowed by DOD. The credit union’s financial statement should be noted to indicate the improve-
ment is owned by the U.S. Government and the credit union is permitted to occupy it a no cost to
the credit union.
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For those credit unions that have constructed buildings on DOD installations, either independently
or as a part of a complex, such as an installation shopping mall, land for buildings should be
provided to the credit union in the form of a real estate land lease, at a fair market rental, for a
period not to exceed 25 years.

When under the land lease, title to the buildings and other improvements to the land has passed to
the government, arrangements should be made for the credit union’s continued occupancy of those
premises by a no-cost permit or license. Such arrangements will continue for as long as the credit
union desires occupancy. Continued renewal of the permit will only cease under those conditions
which would have caused cessation of the predecessor lease. Under these circumstances, the
amortization period for the building and improvements to the land would be their economic life.

If afederal credit union erects an on-site building under the above conditions, the cost should be shown in
“Leased Assats,” (Account No. 778). Periodic amortization charges should be made to “ Depreciation of
Leased Assets,” (Account No. 257).

61283  OFF-STEOFFICEFACILITY

Expenditures for an office building constructed by a defense credit union which is not on amilitary
installation should be handled in accordance with the instructions for “Building,” (Account No. 772).

If acredit union constructed both on-site and offsite buildings, two separate asset accounts should be
shown inits General Ledger and initsfinancial statement. The building located off-site would haveits
costs recorded in “Building,” (Account No. 772), with any land cost recorded in “Land,” (Account No.
771), while the building located on the installation would be shown in “Leased Assets,” (Account No.
778).

6128.4 RISKASSETS

For the purpose of establishing the reserves required by Section 116 of the Federal Credit Union Act,
assets shown in “Leasehold Improvements,” (Account No. 776), will not be considered as risk assets.

6130 CORPORATE CENTRAL CREDIT UNIONS

Corporate central credit unions were established to serve primarily other credit unions. A corporate central
federal credit union is defined asafederal credit union whose total dollar amount of outstanding corporate
loans plus corporate shareholdingsis equal to, or in excess of, 75 percent of itstotal outstanding loans plus
shareholdings (corporate accounts are accounts of natural person credit unions). Additiona infor-
mation about corporate credit unions may be found in Part 704 of the NCUA Rules and Regula-
tions.

The corporate central credit union can service the natural person credit union in two specific ways:

a) By giving the natural person credit union a place to invest its excess funds; and
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b) By being able to lend to natural person credit unions for needs which are seasonal or short-term.
In emergency Situations, the corporate central credit union may also be able to provide long-term
financing.

When the corporate central credit union is able to meet these objectives, it is fulfilling its role in the
liquidity management of the credit union system.

For accounting purposes, investments in a corporate central credit union will be recorded in “ Shares,
Deposits and Certificates in Corporate Centrals,” (Account No. 744); and loans from the corporate central
should be recorded in “Notes Payable-Other,” (Account No. 812). Income from the shares, deposits, and
certificates should be recorded in “Income from Shares, Deposits and Certificates in Corporate Credit
Unions,” (Account No. 126). Additional information on accounting for these accounts in the General
Ledger can be found in Section 4000 of this manual.

Corporate central federal credit unions can become Agent members to the Central Liquidity Facility. The
main purpose for a corporate central to become an Agent isto assure financial stability by providing its
member natural person credit unions with a source of loans to meet their liquidity needs. If a corporate
central becomes an Agent, al of its member natural person credit unions can use the Central Liquidity
Facility but only through the corporate central. Refer to Section 6090, “Membership in Central Liquidity
Facility” for further information on Agent membership and required stock subscriptions.

6140 PENSIONS

A pension plan is a contract between a credit union and its employees whereby the credit union agrees to
pay benefitsto employees upon their retirement. Pension benefits generally consist of monthly payments
and may provide for additional paymentswhen employees die or becomes disabled.

A pension plan may be formal or implied by credit union practice. The plan may be established by an
individual federal credit union or collectively with other credit unions.

There is no restriction on the types of pension plans credit unions may provide for their employees;
however, credit unions should look for pension plans providing the most benefits at the lowest cost.

Federal credit unions may establish pension plansfor their employees, or they may join existing programs
asfollows:

a) As the sponsor of an employee pension benefit plan for employees and compensated offic-
ers of the credit union with a named trustee other than the credit union;

b) Asthetrusteeor custodian for individual retirement accounts (IRAS) for employees and compen-
sated officers of the credit union;
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c) As the trustee or custodian for individual retirement accounts (IRAs) for credit union mem-
bers, groups of members, or organizations of members; or

d) Asthetrust or custodian for self-employment plans (Keoghs) for credit union members, groups of
members, or organizations of members.

Due to their complexity, participation in any of these plans should only be undertaken with the
advice of legal counsel. In addition, participation in any of the above plans (where the retirement
funds are to be placed in trust or custodial accounts in the credit union) would require that credit
unions comply with Article 111, Sections 5(d), 5(e) and 6 of the Bylaws for Federal Credit Unions,
and 724 and 745 of the NCUA Rules and Regulations as they relate to these types of accounts.
Finally, credit unions should obtain outside assistance to determine whether the are complying with
IRS regulations, Pension Benefit Guaranty Corporation (PBGC) guidelines and Department of
Labor requirements.

Federal credit unions are authorized to have funded or unfunded pension plans for their employees.
Under funded plans, regular periodic payments are made to an insurance company or to a trustee which
agrees to assume the responsibility of distributing retirement checks to the designated recipients. Under
unfunded plans, pension payments would be made by federal credit unions directly to their retired
workers. The plans may be contributory where the employees bear part of the cost or they may be
noncontributory where the credit unions pay the entire cost.

When afederal credit union acts as atrustee or custodian of a pension plan, the plan must consist of
Individual Retirement Accounts and/or Keogh Accounts. The accounts must be established pursuant to
Part 724 of the NCUA Rules and Regulations. Fiduciary liability insuranceis not required.

When the federal credit union does not act as trustee or custodian, the plan needsto provide for the
appointment of atrustee or custodian that is a person, committee, or organization other than the credit
union.

A federal credit union acting as a trustee or custodian of individual retirement plans of its members
established pursuant to the Employee Retirement Income Security Act of 1974 or self-employed retire-
ment plans established pursuant to the Self Employed Individuals Retirement Act of 1962, can do so only
if:

a) All contributions of funds are initially made to a share or share certificate account in the credit
union;

b) Any subsequent transfer of fundsto other assetsis solely at the direction of the member and the
federal credit union exercises no investment discretion and provides no investment advice with
respect to plan assets (i.e., the credit union performs only custodial duties);

¢) Themember isclearly notified of the fact that NCUSIF coverageis limited to funds held in share
or share certificate accounts of federally insured credit unions; and

d) Thefederal credit union complieswith all applicable provisions of the Federal Credit Union Act
and the NCUA Rules and Regulations, and applicable laws and regulations as may be promulgated
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by the Secretary of Labor, the Secretary of the Treasury, or any other authority exercising
jurisdiction over such trust or custodial accounts.

Pension plans may be initiated when a credit union is organized or, asin most credit unions, several years
subsequent to its organization. If a pension plan isinitiated upon organization, the credit union would
incur normal pension costs.

However, if the plan is initiated subsequent to the credit union’s organization, employees would be
given past service credits for prior years employment. The service credit should be included in the
prior service cost as defined in Section 6140.1.

6140.1 DEFINITIONS

Accumulated Benefit Obligation. The actuarial present value of vested and/or non-vested retirement
benefits attributed by the pension benefit formulato employee service before a certain date based on
employee service and/or employee compensation prior to that date.

Actual Return on Plan Assets. The difference between the fair value of the plan assets at the beginning
and at the end of a measurement period, adjusting for all payments and contributions during that period.

Actuarial Present Value. The current value of an amount or series of amounts, with each amount dis-
counted for interest and the probability of payment between the specified date and the expected date of
payment.

Annuity Contract. A contract whereby an insurance company unconditionally guaranteesto provide
specified pension benefits to specific individualsin return for afixed premium.

Assumptions. Estimates of the occurrence of future events affecting pension costs, such as mortality,
withdrawal, disablement, and retirement, changes in compensation, and discount rates.

Attribution. The process of assigning pension costs to periods of employee service.

Defined Benefit Pension Plan. A pension plan that determines an amount of pension benefit to be pro-
vided, usually as afunction of age, years of employment, and/or compensation.

Defined Contribution Plan. A plan providing pension benefits which specifies the contributions to be
made to the plan rather than specifying the benefits an employee isto receive. The retiree smply re-
ceives the balance of his account (or the actuarial equivalent) at the time his benefits begin. To meet its
obligation, a credit union having such a plan needs only to make the contributions required by the funding
provision of the plan.

Expected Long Term Rate of Return on Plan Assets. An assumption regarding the rate of return on
plan assets reflecting the average rate of earnings expected on the investments in the retirement
fund to provide the benefits.

Final Pay Formula/Plan. A benefit formula basing benefits on the employee’ s compensation over acertain
number of years near the end of his employment period.
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Flat Benefit Formula/Plan. A benefit formula basing benefits on a fixed amount per year of service.

Funding Palicy. The plan for investing and timing credit union contributions to provide retirement
benefits.

Gainor Loss. A changein the value of either the projected benefit obligation or the plan assets, or both.
Gain or Loss as a Component of Net Periodic Pension Cost. The sum of two factors:
a) The difference between the actual return on plan assets and the expected return on plan assets, and
b) Theamortization of the unrecognized net gain or loss from previous periods.

Interest as a Component of Net Periodic Pension Cost. Theincrease in the projected retirement obliga-
tion due to passage of time.

Net Periodic Pension Cost. The amount recognized as pension plan cost in the credit union’s financia
statements.

Pension Benefit Formula. The formulafor determining retirement payments to entitled participants under
the pension plan.

Plan Amendment. A change in the terms of an existing plan or the beginning of a new plan.

Plan Assets. Assets which have been segregated and restricted to provide pension plan benefits.

Plan Curtailment. An event significantly reducing the expected years of future employment of employ-
ees or eliminating the accrual of benefits for a significant number of employees for some or all of their
future services.

Plan Termination. An event resulting in the cessation the pension plan and the settlement of pension
benefits. Termination may result in the purchase of annuities or lump sum paymentsin settlement of the
pension benefits.

Prepaid Pension Cost. Accumulated employer contributions in excess of accrued net pension costs.

Prior Service Cost. The cost of retroactive benefits granted in a plan amendment, or the initiation of a
plan subsequent to a credit union’s organization.

Projected Benefit Obligation. The actuarial present value of all benefits attributed by the pension benefit
formula as of a certain date to employee service rendered prior to that date.

Retroactive Benefits. Benefits granted in a plan amendment or initiation attributed to employee
service by the pension benefit formula prior to the amendment or the initiation.

Service. Employment considered eligible to earn benefits by the pension benefit formula.

Service Cost Component of Net Periodic Pension Cost. The actuarial present value of retirement benefits
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earned under the pension benefit formula during a particular period.

Settlement. An irrevocable transaction relieving the credit union or the plan of primary responsibility for
pension benefits and eliminating significant risks related to the obligations and the assets used to pay for
the settlement.

Unfunded Accrued Pension Cost. Accumulated net pension cost accrued in excess of the credit
union’s contributions.

Unrecognized Prior Service Cost as a Component of Net Periodic Pension Cost. The portion of prior
service cost which has not yet been recognized by the credit union as part of net periodic cost.

Vested Benefits. Benefits already earned by the employee through service.

6140.2 ACCOUNTING FOR PENSION COSTS

When considering pension plans, deferred compensation agreements are often considered at the sametime.
The accounting treatment and the disclosure requirements for deferred compensation agreements are
covered in section 6140.7 and related subsections.

Pension plans may be defined contribution or defined benefit plans. Defined contribution plans are
discussed in section 6140.9.

For purposes of this section, a defined benefit pension represents an exchange between a credit union and
itsemployees. In exchange for services, the credit union agreesto provide, in addition to current compen-
sation, an amount of retirement income.

Pensions, therefore, are not gratuities, but are part of an employee’ s basic compensation. Since retirement
income is not received currently, but isinstead deferred until retirement, a pension is aform of deferred
compensation. The credit union’s obligation isincurred, however, when the services are rendered.

There are three basic aspects of pension accounting: delaying recognition of certain events, reporting net
cost, and offsetting liabilities and assets.

Delayed recognition means that credit unions do not recognize changes in the pension obligation and/or
changes in the value of the assets dedicated to meet those obligations as they occur, but gradually and
systematically over later periods.

Net cost means that credit unions report all components of net pension benefits as one cost, rather
than separately breaking down the compensation cost, the interest cost, and the income from
investing what are often substantial amounts.

Offsetting refersto the fact that credit unions recognize the net values of assets contributed to pension

plans and pension liabilities for past periods on their statements of financial position (balance sheets)
even though the liabilities have not been settled, the assets may still be substantially controlled, and
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substantial risks and rewards associated with both of those amounts are clearly still borne by the
credit unions.

Credit unions are required to recognize minimum liabilities in certain circumstances when the accumu-
lated benefit obligation exceeds the fair value of plan assets, even though recognition of the offsetting
increase in net periodic pension cost is delayed over subsequent periods.
Net pension costs, as all other components of compensation costs, should be recognized by credit
unions in the periods in which their employees render service. Even though the complexity and
uncertainties of some plans may preclude complete achievement of that godl, it is the intent here to
approximate more closely the recognition of the compensation cost of credit unions pension
benefits over its employees service periods.
In accounting for pension costs, various problems arise such as:

a) alocating the pension costs to their applicable periods;

b) reporting the correct amounts for the rights and obligations in existence at different time periods,

¢) disclosing the major terms or provisions of the plan, including the amount and time of the pay-
ments to be paid into the fund,;

d) calculating the net periodic pension cost; and,

e) distributing the pension costs into their proper periods in a manner that will cause the costs to
match the net revenue.

When accounting for pension costs, it should be assumed that the credit union will continue to provide the
pension plan benefits. This assumption impliesthat the pension plan is along-term undertaking, the cost
of which will be recognized at least annually by those credit unions on a modified cash basis of account-
ing, and monthly by those credit unions on afull accrual method of accounting.

The entire cost of benefit payments should be charged against current period income. No portion of the
cost should be charged against Undivided Earnings as a prior period adjustment.

6140.2.1 DETERMINATION OF NET PERIODIC PENSION COST

The net periodic pension cost is to be determined using the following components:

a) Service cost-The actuarial present value of benefits attributed by the pension benefit formulato
employee services rendered by employees during that period. The service cost component
is a portion of the projected benefit obligation and is unaffected by the funded status of the
plan.

b) Interest cost-Theincrease in the projected benefit obligation due to passage of time.

c) Actua return on plan assets, if any-The difference between fair value of plan assets at the end of
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the period and the fair value at the beginning of the period, adjusted for contributions and
payments of benefits during the period.

d) Amortization of unrecognized prior service cost, if any-The systematic recognition, over several
periods, as a charge to current income, of that portion of prior service cost that has not been
recognized as a part of the net periodic pension cost.

e) Gain or loss (including the effects of changes in assumptions) to the extent recognized-The
sum of (@) the difference between the actual return on plan assets and the expected return on
plan assets and (b) the amortization of the unrecognized net gain or loss from previous
periods. The gain or loss component is the net effect of delayed recognition of gains and
losses (the net change in the unrecognized gain or loss) except that it does not include
changes in the projected benefit obligation occurring during the period and deferred for later
recognition.

f) Amortization of the unrecognized net obligation (and loss or cost) or unrecognized net asset (and
gain) existing at the date of initial application of this section-The systematic recognition, over
several periods, as acharge to current income, of the difference between the projected benefit
obligation and fair value of pension assets, plus previoudy recognized unfunded accrued pension
cost or less previously recognized prepaid pension cost.

6140.2.2 ILLUSTRATION OF NET PERIODIC PENSION COST COMPUTATION
For simplicity, it is assumed for this llustration that there are no differences (actuarial gains or losses)

between the actual amounts and those estimated at the end of the accounting period, and that the credit
union made no contributions to the pension fund during the period.
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Service cost component $1,000
Interest cost component 500
Actual Return on plan assets (750)
Amortization of unrecognized

prior service cost - 300
Amortization of unrecognized

net (gain) or loss 300
Amortization of initial

unrecognized net obligation

(asset) 450
Total net periodic pension

cost accrual $1,800

6140.2.3 PROVISION FORVESTED BENEFITS



Earned pension benefits that are not contingent on the employee remaining in the service of the
credit union are known as vested benefits. If the credit union is maintaining a provision account for
vested benefits, this account should be maintained until such time as the balance in the account is
cleared.

Under the Net Periodic Pension Cost Method, the amortization of the vested benefits would beincluded in
the Cost Component “ Amortization of the unrecognized net obligation (and loss or cost) or unrecognized
net asset (and gain) existing at the date of initial application of this section.”

6140.3 ACTUARIAL GAINS AND LOSSES

These gains and losses are equal to the difference between actuarial assumptions and existing actuarial
conditions affecting the total pension cost. 1n the previous Accounting Manual for Federal Credit Unions,
we included a description of the various methods to account for actuarial gains and losses. Asaresult of
the changes in accounting methods for pension plans, a discussion on the several methods has been
deleted.

If acredit union becomes involved in a pension plan, the trustee should be able to provide the information
necessary to properly account for the pension plan. Whether the credit union acts as atrustee for pension
plans involving IRA/Keogh accounts or provides a pension plan through an outside trustee, competent
outside assistance should be used if needed to insure compliance with generally accepted accounting
principles.

6140.4 RECORDING PENSION ASSETSAND LIABILITIES

The difference between the total contribution to the pension plan for the period and the net periodic
pension cost shall be recognized as an * Unfunded Accrued Pension Cost” or asa*“Prepaid Pension Cost.”
If vested pension rights exist, they should be accounted for as outlined in Section 6140.2.3 “Provision for
Vested Benefits.”

On the “ Statement of Financial Condition,” there should be full disclosure (in the form of notes) describ-
ing the pension plan, a breakdown of the net periodic pension costs, a schedule reconciling the funded
status, the weighted averages used for computing the projected benefit obligation and long-term rate of
return on plan assets, and disclosures of securities, annuities and amortization methods of the plan.

Due to the complex nature of accounting for pension plans, the credit union should obtain competent
outside assistance, if needed, to fully comply with generally accepted accounting principles and disclo-
surerequirements.
61405 ILLUSTRATIVEJOURNAL ENTRIES
Example 1. To record the net periodic pension cost accrual as computed in Section 6140.2.2.

Dr. - Net Periodic Pension Cost

(Acct. No. 221 - Pension
PLaN COSE) ..ttt ettt ettt et $1,800
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Cr.-Deferred Pension Cost

(Acct. No. 767) or Liability

Under Pension Cost

(oo B NN [ T 1 ) S $1,800

Dr. - Deferred Pension Cost
(Acct. No. 767) or Liability
Under Pension Cost (Acct.
INO. 8BL) ...ttt bbbt b e $1,800

For those credit unions on a modified cash basis, the entry would be to debit the net periodic
pension cost and credit cash instead of crediting prepaid/ accrued pension cost.

Example 2. To record an additional liability to reflect the required minimum liability. Based upon
information provided by the trustee of the credit union’s pension plan an additional liability may haveto
be recognized if an unfunded accumulated benefit obligation exists and:

a) An asset has been recognized as prepaid pension cost,

b) Theliability already recognized as unfunded accrued pension cost is less than the unfunded
accumulated benefit obligation, or

¢) No accrued or prepaid pension cost has been recognized.
Assuming that an additional liability of $60 exists then the following entry is made:
Dr. - Intangible Assets As Part of
Pension Plan (ACCt. NO. 799)  ..oiii et $50
Cr.-Additional Liability as Part
of Pension Plan (ACCt. NO. 869)  ...cocvoiieeeiseese et $50

Credit unions should seek outside assistance as the accounting entries become more complex in nature.
61406 REQUIRED DISCLOSURE FOR POST EMPLOYMENT HEALTH CARE BENEFITS
AND LIFE INSURANCE

A credit union providing postretirement health care or life insurance benefits to retirees, their dependents,
or survivorsisto disclose at |east the following information:

a) A description of the benefits provided and the employees groups covered;
b) A description of the accounting and funding policies followed for those benefits;

c) The cost of those benefits, if they can be readily separable from the cost of providing those
benefits for active employees, or if they can be reasonably estimated; and

d) The effect of significant matters, accounting or otherwise, affecting the comparability of the costs
recognized for all periods presented.
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Credit unions should use reasonable methods to estimate the costs of postretirement health and fife insur-
ance benefits. The disclosures may be made separately for each type of benefit, or they may be madein
total for all benefits.

If the cost of any postretirement benefits cannot be readily separated from the cost of providing such
benefitsfor active employees, or otherwise reasonably estimated, the total cost of providing those benefits
to both active employees and retirees, covered by the plan, isto be disclosed by the credit union.

Due to the complex nature of accounting for post employment health care benefit and life insurance
plans, credit unions should obtain guidance from an independent accountant concerning proper
accounting treatment and to ensure that their disclosures meet applicable requirements. They
should also obtain an opinion from a competent attorney regarding the legality of such a plan
before making a final decision to enter into it.

6140.7 DEFERRED COMPENSATION CONTRACTSAGREEMENTS

Deferred compensation contracts are either treated as pensions or accrued for individualy. If the deferred
compensation contracts with individual employees, when taken together, are equivalent to a pension plan,
then they are accounted for as a pension plan.

Other deferred compensation contracts which include, but are not limited to, such provisions as continued
employment for a specified time, availahility for consulting work, etc., should be accounted for individu-
ally on an accrual basis. The total amount of accruals when added together should equal no less than the
present value of the benefits provided in the contract. Accruals should be made systematically over the
active term of employment.

Some deferred compensation contracts pay periodic payments to retirees or their beneficiaries for life,
with lump sum payments in the event of early death of one or al of the beneficiaries. If the benefits are

payable for life, then the total liability should be based on the beneficiaries’ life expectancies, rather than
on the minimum amount payable in the event of early death.

6140.7.1 ACCOUNTING PROCEDURESFOR DEFERRED COMPENSATION CONTRACTY
AGREEMENTS

Thefollowing example demonstrates the accounting procedures for adeferred compensation agreement:

Assume the credit union has entered into a deferred compensation agreement with an employee scheduled
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to retire in 5 years. The terms of the agreement call for the credit union to pay the employee, upon
her retirement, or her beneficiaries, in the case of her premature death, $500 a month for 15 years.

In order to fund the deferred compensation amount at the end of theinitial 5 years and for the subsequent
15 years, the credit union has decided to purchase an annuity. The credit union is the owner and benefi-
ciary of the annuity. The annuity should be accounted for as a credit union investment consistent with
guidelines provided in Section 6060 of this manual in an account titled, “ Annuity to Fund Deferred
Compensation Agreement”.

Because this is not equivalent to a pension plan, the credit union should expense the cost of the
deferred compensation over the remaining period of the employee's active retirement. The entries
should be made each pay period (twice a month, in this example):

a) To accrue the amount of the deferred compensation expense ($692.30 per pay period x 26 pay
periods per year for 5 years or $90,000):

Dr. -Other Compensation
(ACCE. NO. 219) e $692.30
Cr.-Accrued Employee Bene-
fits (Acct. No. 852) or
Other Accrued Expenses
( ACCE. NO. 859) .ottt $692.30

NOTE:  Theannuity purchased to fund the deferred compensation agreement should, in this case,
provide a sufficient return to fund the $500 per month deferred compensation obligation of the credit
union beginning at the end of five years plus $500 per month thereafter for the remaining 179 months (5
years X 12 months per year less 1st month).

The annuity (principal and interest) need not have grown to $90,000 by the end of theinitial 5 years as
long as funding (annuity cash flow) is sufficient to meet the $500.00 monthly expense from year six
through twenty (15 years). The total accrual, however, must be $90,000 ($500 per month x 12 months x
15 years) over the next 5 years (the term of the employee’ s remaining active employment).

6140.7.2 REQUIRED DISCLOSURESFOR DEFERRED CONTRACTSAGREEMENTS

Postretirement benefits such as deferred compensation agreements should be disclosed on the credit
union’sfinancial statements. The disclosure should include at least the following:

a) Description of employee groups covered and benefits provided,
b) Description of the accounting and funding policies used for the benefits.
c) Cost of the benefits included in net income for the period.

d) Effect of significant itemsthat affect comparability of benefit cost for all periods presented.
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61408 THEEMPLOYEERETIREMENT INCOME SECURITY ACT OF 1974 (ERISA)

This Act was designed to give more protection to employees included under private pension plans and
protection from the weaknesses and abuses in administering of these plans. The Act isalso referred to as
the Pension Reform Act of 1974. Prior to thislegidlation, the laws dealing with the creation and manage-
ment of these private pension plans, and their assets were unclear and ineffective. A pension plan admin-
istrator could operate a plan according to his own judgment and intuition.

Fully encompassing minimum requirements for funding benefits were established in the passing of
this new Act to protect the rights of employees. The requirements provide for:

a) Establishing standards of conduct, responsibility, and obligation for fiduciaries of employee benefit
plans;

b) For appropriate remedies, sanctions, and ready access to the federal courts;

¢) Requiring plansto vest the accrued benefits of employees with significant periods of service;

d) Requiring plans to meet minimum standards of funding; and

€) Requiring plan termination insurance.
Not all pension plansreferred to in ERISA are required to meet the requirements stated above; however,
every employee benefit plan (including individual retirement accounts and Keogh plans) must meet the
disclosure and reporting requirements of Title | of ERISA. To aid in the understanding of this and other
requirements, it is helpful to examine the definition of “employee benefit plan.”
The term “employee benefit plan” is defined in ERISA to include two types of plans:

a) Anemployee welfare plan; and

b) Anemployee pension benefit plan, aso called an employee pension plan. An employee plan may
also be a combination of these two types, which are explained below.

1) An employee welfare plan provides for medical, surgical or hospital care or benefits, or
benefitsin the event of sickness, accident, disability, death or unemployment. A welfare plan
can also provide for vacation benefits, training programs, day-care centers, scholarship funds
or prepaid legal services.

2) An employee pension benefit plan or pension plan is any plan maintained by an employer or
employee organization that provides: () retirement income to employees, or (b) resultsin a
deferral of income by employeesfor periods extending to the termination of employment or
beyond.

The authorities responsible for the enforcement of ERISA are the Department of Labor (Labor), the

Department of Treasury, through the Internal Revenue Service (IRS) and the Pension Benefit Guarantee
Corporation (PBGC).
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Regulations have been promulgated under the provisions of ERISA by Labor, IRS and PBGC, and
overlap in many areas. Generally, the reporting and disclosure, participating and vesting, funding
and fiduciary responsibility provisons of ERISA are administered by Labor. The IRS is aso
responsible for participation, vesting and funding standards, as well as prohibited transactions. The
PBGC is responsible for plan termination insurance.

Administrators of private pension plans are now required to file annual reports with the Department of
Labor that include a description of the plan, financial statements and extensive supporting schedules.

Credit unions should obtain competent outside assistance for additional information regarding
eligibility, coverage, vesting and minimum funding standards. Because of its complexities that
often require legal interpretation, we have not expanded our discussion of those requirements here.
Credit union officials should ensure that the credit union’s files contain a legal opinion that its plan
complies with the provisions of this law.

6140.9 DEFINED CONTRIBUTION PLANS

A defined contribution plan specifies the contributions to be made to an individual employee’s retirement
account rather than the amount of retirement benefits the retiree is to receive.

The net pension cost for any period is the amount to be contributed by the credit union during that period,
asrequired by the plan. If the plan requires contributions for periods after the employee retires or is
otherwise separated from employment by the credit union, the estimated cost is to be accrued during the
employee’ s service period with the credit union.

Credit unions having one or more defined contribution plans are required to disclose the following
separately from their defined benefit plan disclosures:

a) A description of the plan(s), specifying which employee groups are covered by the plan, the basis
for determining contributions to the plan, and the nature and effect of significant matters affecting
comparability of information for al periods presented.

b) The cost recognized during the current period.

Note that the accounting treatment and the required disclosures are considerably less for defined contri-
bution plans than those for defined benefit plans. Credit unions should consider not only the cost, but also
the additional burden of accounting and required disclosures when considering the nature and kinds of
retirement plansto offer their employees.

Note further that a pension plan having the characteristics of both a defined benefit plan and a defined
contribution plan may be required to be accounted for as a defined benefit plan, especialy some
“target benefit” plans. Even though the amount contributed may be specified by the plan, if the
“substance” of the plan is to provide a defined benefit, the accounting and required disclosures will
be determined in accordance with defined benefit plans.
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6140.10 PRESENTATION OF PENSION PLANS IN FINANCIAL STATEMENTS

A federal credit union which sponsors a defined benefit pension plan must disclose and report the follow-
inginitsfinancia statements:

a) A full description of the pension plan, including the employee groups covered, type of benefit
formula, funding policy, types of assets held and significant nonbenefit liabilities (if any), and the
nature and effect of significant matters affecting comparability of information for all periods
presented.

b) The amount of net periodic pension cost for the period detailing the separate amounts for
each of the following:

1) servicecost component;

2) interest cost component;

3) actual return on plan assets for the period; and
4) net total of other components.

¢) A schedule reconciling the funded status of the plan with amounts reported in the employer’s
statement of financial position, showing separately:

1) Thefair value of plan assets.

2) The projected benefit obligation, separately identifying the accumulated benefit obligation and
vested benefit obligation.

3) The amount of unrecognized prior service cost.

4) The amount of unrecognized net gain or loss, including asset gains and losses not yet reflected
in market-related values.

5) The amount of any remaining unrecognized net obligation or net asset existing at the date of
theinitial application of Financial Accounting Standards Board Statement of Financial
Accounting Standards Number 87.

6) Theamount of additional minimum liability equal to either: (a) the unfunded accumulated
obligation plus any prepaid pension cost; (b) the unfunded accumulated benefit obligation
reduced by any unfunded accrued pension cost; or (c) the amount of the unfunded accumu-
lated benefit obligation.

7) The amount of the net pension asset or liability that has been recognized in the
employer’s statement of financial position. This amount must be equal to the total of
items (1) through (6).
d) The weighted-average assumed discount rate and, if applicable, the rate of compensation increase

used in determining the projected benefit obligation, and the weighted-average expected long-term
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rate of return on pension plan assets.

e) If applicable, the amounts and types of securities of the employer and/or related parties that are
included in plan assets, and the approximate amount of annual benefits of employees and retirees
covered by annuity contracts issued by the employer and related parties. Also, if applicable, the
alternative amortization method used for unrecognized prior service cost and the alternative
amortization method used to reflect the substantive commitment of an employer to pay more
employee benefits than its existing pension benefit formulaindicates.

6140.11 SETTLEMENTS AND CURTAILMENTS OF PENSION PLANS AND TERMINA-
TION BENEFITS

A settlement occurs when a credit union either makes alump sum payment to its employees in exchange
for their rights to receive the benefits specified by the plan, or when the credit union purchases a nonpar-
ticipating annuity to cover the same benefits.

Not all transactions constitute a settlement. While purchasing high-quality fixed income securitieswith
principal and interest payment dates similar to the estimated retirement plan payments and dates may avoid
or reduce certain risks associated with the retirement plan, such atransaction does not constitute a settle-
ment. It does not meet the requirements of a settlement because it could (at the credit union’ s discretion)
be reversed, it does not relieve the credit union of the primary responsibilities and liabilities of the plan,
and it does not eliminate all significant risks related to the plan obligation.

Curtailments include the termination of employees’ services earlier than expected, such asin a significant
layoff or workforce reduction, and termination or suspension of a plan so that the credit union’s employ-
ees do not earn additional defined benefits for their future services.

A settlement and a curtailment of a defined benefit plan may occur separately or together. If benefits to
be earned in future periods are reduced (because of a significant workforce reduction, for example) but
the plan remainsin effect otherwise, a curtailment has occurred, but a settlement has not. If a credit

union purchases a nonparticipating annuity for vested benefits and continues to provide benefits for future
services as defined in the same plan or in a successor plan, a settlement has occurred, but a curtailment
hasnot. If aplanisended (the plan abligation is settled and the plan is discontinued) and if it is not
replaced by a successor defined benefit plan, a settlement and a curtailment have occurred.

6140.11.1 ACCOUNTING FOR SETTLEMENTSOF DEFINED BENEFIT PENSION PLANS

The maximum gain or loss credit unions may recognize in earnings when a pension obligation is settled is
the unrecognized net gain or loss, plus any remaining unrecognized net asset on the books at the date of
the settlement and recognition of such on the books. Included in that maximum amount is any gain or
loss first measured at the time of settlement.

If the credit union settles the entire projected benefit obligation, the maximum amount (the amount
referred to in the paragraph immediately above) is to be recognized in the credit union’s earnings asagain
or asaloss, as applicable. If only apart of the obligation is settled, the credit union isto recognize only a
pro rata portion of the maximum amount (asagain or asaloss) in earnings equal to the percentage
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reduction in the projected benefit obligation.

If the cost of al settlements, cash, the amount paid for nonparticipating settlement annuities, or the amount
paid for participating annuities less the amount attributed to the cost to the sum of the service cost and
interest cost components of net periodic pension cost for the plan for the year, gain or loss recognition is
allowed, but is not required. However, the accounting policy adopted by the credit union is to be applied
consistently from year to year.

6140.11.2 ACCOUNTING FOR DEFINED BENEFIT PLAN CURTAILMENTS

If acredit union has an unrecognized prior service cost associated with years of service which are not
expected to be rendered as the result of a curtailment, it is recognized in alossin current earnings. If, for
example, a curtailment resultsin areduction of half of the remaining future years of service of a credit
union’s employees (as of the date of a prior plan amendment) who were expected to receive benefits under
the plan, then the loss associated with the curtailment is half of the remaining unrecognized prior service
cost related to that plan amendment.

A credit union’ s projected benefit obligation may be decreased (resulting in again) or increased (resulting
in aloss) asaresult of acurtailment, to the extent that:

a) Such again exceeds any unrecognized net loss (or the entire gain, if an unrecognized net gain
exists), as a curtailment gain.

b) Such aloss exceeds any unrecognized net gain (or the entire loss, if an unrecognized net loss
exists), as a curtailment loss.

A credit union having any remaining unrecognized net asset existing at the date of recognition of a
curtailment isto recognize a net gain, and this gain is to be combined with the unrecognized net gain or
loss arising subsequent to the recognition of the curtailment.

If acredit union’s recognition and accounting for a curtailment (as described above) resultsin anet loss,
it isto recognize the loss in earnings when it is probable that a curtailment will occur and the effects

described are reasonably estimable. If such recognition and accounting resultsin a gain, the effects of that
gain are not to be recognized until the curtailment actually takes place.

6140.11.3 DISCLOSURE AND FINANCIAL STATEMENT PRESENTATION FOR SETTLE-
MENTSAND CURTAILMENTSOF PENSION BENEFITSAND TERMINATION BENEFITS
A credit union which recognizes again or aloss as described above isto disclose the following:

a) A description of the nature of the event(s), or what happened, and

b) The amount of gain or loss recognized resulting from the above described event(s).

Obtain advice from an independent accountant as to whether these items should be reported as Extraordi-
nary ltems.
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6140.11.4 TERMINATION BENEFITS

A credit union may provide termination benefitsto its employees. These benefits may be either 4 special
termination benefits’ offered for a short time, or they may be “contractual termination benefits’ to be
paid if a specific event occurs, such as alayoff or the reduction of a significant portion of a credit union’s
workforce.

A credit union offering special termination benefits to its employees is to recognize a liability and a
loss when its employees accept the offer, and the amount can be reasonably estimated. A credit
union offering contractual termination benefits is to recognize a liability and a loss when it is
probable that its employees will be entitled to benefits and the amount can be reasonably estimated.

A credit union may offer termination benefitsin various forms, including lump-sum payments, periodic
future payments, or both. A credit union may pay these benefits directly from its assets, from an existing
pension plan, from a new benefit plan, or a combination thereof.

A credit union isto include lump-sum payments and the present value of expected future paymentsin the

cost of termination benefitsit recognizes asaliability and asaloss. Note that a situation involving
termination benefits may a so involve a curtailment, to be accounted for as described above.

6150 SHARE DRAFTS

6150.1 DEFINITIONS

a) Share Draft means a negotiable or nonnegotiable draft used to withdraw shares from a share draft
account.

b) Payable through bank means a bank that has been designated to make presentment of a share draft
to the federal credit union for payment.

c) Payable at bank means adraft drawn on the credit union that is payable at any correspondent or
Federal Reserve Bank. It is payable when it falls due out of any funds of the maker or acceptor.
The bank is expected to make payment without consulting the credit union. In this situation the
draft is endorsed, “Payable at any bank” and it bears the routing and transit number of the credit
union.

d) Truncation means the original share draft is not returned to the member.

€) Share Draft Account means an account from which the holder is authorized to withdraw shares by
means of a negotiable or transferable instrument or other order.

f) MICR standsfor Magnetic Ink Character Recognition and refersto the numbering printed in
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magnetic ink at the bottom of each share draft.

6150.2 ESTABLISHING A SHARE DRAFT PROGRAM

The board of directors should determine, prior to implementing the share draft program, that the member’s
use of share draft is economically and operationally feasible for the federal credit union. This should be
supported by written operational and program specifications that will be available at the credit union’s
principal office.

The share draft program should provide for truncation, additional surety bond coverage, and
retaining copies or photo reproductions of paid share drafts (or other orders of withdrawal) on file
for a period of 5 years, or as required by applicable state law.

6150.2.1 EXPERIMENTAL SHARE DRAFT PROGRAM

The board of directors may design a share draft program that provides for an experimental share draft
program. This program should include terms and conditions that restrict the number of share draft ac-
counts for a period which should not exceed 1 year. The advertising and disclosure requirements of
Section 701.35 of the National Credit Union Administration Rules and Regulations are applicable.

A share draft program may also provide for participation in guarantee arrangements. Share drafts must
compete equally with instruments issued by other financial institutions. When the practice of other
financial ingtitutionsin the local market place so requires, federal credit unions must bein a position to
guarantee share drafts through the use of a guarantee card or other method.

This must be done in such a manner that third parties, without cumbersome and sometimes unsuccessful
processes, may be immediately satisfied that a share draft is guaranteed when it is accepted for payment.
A share draft program may provide for guarantee arrangements provided the board of directors adopt a
Standard Bylaw amendment to Article 111, Section 5(a) of the Federal Credit Union Bylaws.

Refer to the booklet entitled “Federal Credit Union Standard Bylaw Amendments and Guidelines.” That
particular bylaw amendment provision will effectuate an absolute guarantee of a share draft by a federal
credit union. If it were not adopted, afederal credit union would have the right to require up to 60 days
notice of intent to withdraw, thus preventing an absolute guarantee. If afederal credit union has adopted
this Federal Credit Union Bylaw Amendment it may issue guarantee cards which, on presentment to a
third party, will assure payment of a share draft.

6150.3  GUIDELINESON THE USE OF PAYABLE-THROUGH SHARE DRAFTSIN A FED-
ERAL CREDIT UNION’'S GENERAL DESCRIPTION OF OPERATIONAL FLOW

Share drafts may be used as a part of the remote funds withdrawal procedures available to credit union
members. Under this program, the following actions take place during its operation.

a) The member establishes a share draft account by signing a share draft agreement.
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b)

c)

d)

€)

f)

9)

h)

6150.4

The credit union then provides the member with abook or books of share drafts.

The member writes a draft and presents it to a merchant, bank or other party for purchase of goods
or services or draws a draft for cash.

The payee ordinarily presents the drafts received to his own bank. (Deposits the drafts with other
receipts.)

The payee's bank forwards the draft through bank clearing channels for presentment to the
payable-through bank.

The payable-through bank receives the draft and makes provisional payment subject to payment or
dishonor by the credit union.

The payable-through bank upon receipt of the draft presents the information on the draft to the
credit union. Normally the information on the share draft is converted to an electronic medium at
this point (magnetic tape) and is transmitted to the credit union for payment or dishonor. The
information may also be transmitted directly to the credit union’s EDP Supplier.

The credit union then approves payment and posts the share withdrawal to the member’ s account.
The member receives a periodic statement of account(s) which identifies the drafts paid during the

period and paymentsto the credit union.

DESCRIPTION OF A SHARE DRAFT UNDER A PAYABLE-THROUGH SYSTEM

The share draft is usually made payable to cash or identifies the payee preceded by the words “pay to” or
“pay to the order of.” Each share draft also identifies the member’s name and address, the name of the
payable-through bank (preceded by the wording “paying through”) and the name of the credit union. The
share draft should contain the following information printed in accordance with the standards required for
Magnetic Ink Character Recognition (MICR):

a)

b)

c)

6150.5
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The payable-through bank’ s routing and transit number which provides the identification required
for routing share drafts to the payabl e-through bank.

The share draft account number which provides the necessary information to charge the appropri-
ate members' account.

The number of the draft which provides the information necessary to reconcile the share
draft account without returning the draft to the member.

SHARE DRAFT AGREEMENT



A share draft agreement that outlines both credit union and member responsihilities should be signed by
each member desiring to use share drafts. The agreement should outline the credit union’s and member’s
rights and agreement, such as approved methods of withdrawal, obligations and liability of the credit
union and the members, provisions for service charges, overdrafts, accessing lines of credit, ultimate
liability on guaranteed share drafts, if any, and a specified time period for the member to object to items
reflected on his periodic statement of account.

6150.6 SHARE DRAFT ACCOUNT

The share draft account established by the share draft agreement should be used to record all share drafts
which the member writes and which the credit union pays. The share drafts should be posted to the
account as of the date the bank makes provisional or actual payment or receivesthe draft. Normally the
credit union is notified of the drafts received by the payable-through or payable at bank on the day after
the payable at or payable-through bank receives the drafts.

Statements of the share draft account should identify the date of withdrawal or share payment, the amount
of the withdrawal or payment and the number of each draft paid. The serial number will assist the
member in reconciling his account with his records.

6150.7 SHARE DRAFT ACCOUNT OVERDRAFTS

At the time a credit union receives a share draft which overdraws a share draft account the FCU has
several options open to handling the situation:

a) Thedraft may be returned to the payable through or payable at bank as not paid for lack of suffi-
cient funds. If thisaction istaken, it must be done within the time limits permitted the payable-
through or payable at bank for returning items through the bank clearing systemsto the payee.

b) The draft may be accepted pending receipt of payment from the member to cover the overdraft.
The credit union needs to advise the member by telephone of the overdraft and will request that
the member deposit sufficient funds to cover the draft prior to expiration of the time limitsim-
posed for returning the draft. This procedure will normally involve only small overdrafts. The
federal credit union will need to establish sufficient authorization procedures to provide internal
control over this activity.

c) Thedraft may be accepted and an overdraft created as discussed and then cleared by a transfer
from another share account from which the member is authorized to withdraw.

d) Thedraft may be accepted and the overdraft may be cleared by an advance from aline of credit
special loan plan or other agreement established with the member. The line of credit agreement
_should be separate from the share draft agreement and must comply with the provisions of Part
701.21(c) of the NCUA Rules and Regulations. Authorization should be included in the Share
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Draft Agreement for the credit union to transfer the amount of loan advance to the share
draft account and should provide wording such as the following:

“In the event that any of the undersigned writes a share draft which would result in this share draft
account being overdrawn, and if at that time any of the undersigned is eligible to receive advances
from this credit union under the loan account referred to above, that share draft shall be deemed to
be arequest to the credit union for an advance under such loan account in multiples of $

sufficient to permit the credit union to honor such draft and credit the advance to
the share draft account.”

Under this procedure, a designated person will work from a listing of drafts which will overdraw
share draft accounts. This listing should become a permanent part of the credit union’s records.
Additional conditions necessary for using this procedure involve: (1) persons signing this agree-
ment must be members to insure that all persons who are parties to the agreement are dligible for a
loan, and (2) notification of each overdraft should be forwarded to the members at the time it
occurs. If, however, the credit union issues monthly statements, it may not be necessary to send
overdraft notices if overdrafts are clearly indicated on the monthly statements. If an overdraft
notice is issued, it should identify the draft overdrawing the share draft account, the date received
and the amount. The method and timing of the notice will be dependent on the discretion of the
board. It should not be less frequent than monthly, however.

All overdrafts occurring on the share draft account should be reflected on the statement of account as a
debit balance. This procedure needs to be followed regardless of whether or not the overdraft isto be
cleared by an advance from aloan account or from another share account. Such a procedure may not be
needed for EDP systems which have the capability of preparing alist of drafts which will overdraw a
share account if they are posted.

In these systems, the credit union officials are able to take action to prevent the occurrence of an overdraft
by posting an advance from aline of credit to the share account or making atransfer from another share
account prior to posting the draft which would have overdrawn the account. Should a credit union have
this capability, it should be used in lieu of posting the proceeds of aloan or other funds to the account.

The member will receive notification of the overdraft at the time it occurs regardless of how it is cleared.
The draft which would have created the overdraft situation should be posted to the share account on the
same day asthe line of credit advance or share transfer.

6150.8 DRAFT VERIFICATION PROCEDURES

Since the credit union officials do not actually review share drafts received for payment to determine if
the member signed the draft presented, the procedures to verify the authenticity of the transaction depend
upon the member’ s review of their periodic statement for unauthorized drafts. Since each member may
receive notice of all overdrafts when they occur, the member can have the opportunity to notify the credit
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union of any unauthorized drafts which may have caused the overdrafts.

When a credit union receives notice of an unauthorized draft, the original draft or a copy of the original
draft is retrieved for comparison against the signature card on file at the credit union’s office. Itisup to
the officials of the credit union to determine whether or not the forged draft is to be returned to the payee
for reimbursement. Insurance is available to protect the credit union from loss due to forged drafts. The
board of directors will determine whether or not this type of insurance is to be obtained. In any event,
insurance coverage for forged drafts and the amount necessary is a matter for the board of directorsto
determine.

6150.9 SETTLEMENT ACCOUNT

In order to make settlement for drafts which are provisionally paid by a payable-through bank or payable
at bank, FCUs normally maintain a deposit account in the payable-through bank or payable at correspon-
dent or Federal Reserve Bank. Other alternatives for settlement include use of an investment account,
such as an account with ICU, a savings and |oan association or Corporate Central Credit Union through
which funds are transferred to the payabl e-through bank via preauthorized agreements. The payable-
through bank writes drafts against the account. The payable through bank may accept draftsin an
account receivable clearing status and at the end of each day draw a draft against the credit union’s
demand deposit in a bank where the credit union does business. This method may be used where the
payable-through bank is not an acceptabl e depository under Section 107(8) of the Federal Credit Union
Act.

6150.10 STOPPAYMENT PROCEDURES

Federal credit unions using a share draft program must provide their members with the ability to stop
payment on share drafts which they do not wish to pay because of loss or theft of the draft.

6150.11 DRAFT CASHING PROGRAMS

Federal credit unions establishing share draft programs may desire to make arrangements with local banks
or other financial institutions to cash share drafts under the condition that the credit union provide authori-
zation for each draft cashed. Credit unions becoming involved in this activity must assure that the authori-
zation isrecorded on the member’ s share draft account at the time it is given.

6150.12 SERVICE CHARGESAND FEES

Federal credit unions offering share drafts to their members may charge periodic fees or service charges
to their members using share drafts. Charges may be assessed for distribution of interim statements,

processing stop payment orders, overdrafts, obtaining copies of paid drafts for a member, and for
the actual cost of the blank share drafts furnished to each member.

6150.13 INTERNAL SHARE DRAFT ACCOUNT
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A federal credit union should not establish its own share draft account. The existence of a share
draft account presupposes the existence of an account representing an equity of ownership interest
in the credit union. In effect, a federa credit union would be redeeming its shares by using a share
draft account.

What is actually desired isthe ability of afederal credit union to issue drafts drawn against its assets. A
federal credit union has been permitted in the past to draw drafts upon itself. The particular type of
permissible draft would be the functional equivalent of a cashier’s check which is drawn by a bank
againgt itself. The bank is both the drawer and the drawee of the instrument. 1t becomes the bank’s
primary obligation and constitutes its written promise to pay on demand. Naturally, the credit union must
retain its financial ability to honor the drafts.

Treasurer’s Drafts

A federal credit union can issue a draft (Treasurer’s Draft) that is drawn upon itself. The draft may bear
the credit union’s own routing and transit numbers and thus would be made payable at its Federal Reserve
or correspondent bank where a Federal Reserve deposit account is maintained. Drafts paid would be
recorded as awithdrawal from the deposit account in Other Shares, Deposits, and Certificates (Account
No. 746).

6150.14 USE OF SHARE DRAFTS

All individual or corporations that are members of any federal credit union that provides for the establish-
ment of share draft accounts, are eligible for share draft accounts. This includes organization of such
persons who are members. It also includes federal credit unions that are members of corporate central
federal credit unions. In addition, nonprofit organizations who are not members and are operated prima-
rily for religious, philanthropic, charitable, educational, or other similar purposes may establish share
draft accounts in low income credit unions.

6150.15 NEEDED OPINIONSOF LEGAL COUNSEL

The National Credit Union Administration Board advises credit unionsto obtain awritten opinion of
counsel assuring that the particular share draft program undertaken by any given credit union not only
conformswith federal law and regulation, but also any state law requirements or other requirements, such
as clearinghouse rules for those credit unions choosing to use their own routing and transit numbers, the
“payable at” method.

6150.16 FEDERAL RESERVE REGULATIOND

Federal credit unions that offer share drafts may be subject to Federal Regulation D. Thisregulation is
known as the Monetary Control Act of 1980 and requires depository institutions to maintain reserves
against their transaction accounts, and nonpersonal time deposits. With respect to credit unions,
“depository institutions” means any credit union that is insured by, or is eligible to apply for insur-
ance with, the National Credit Union Administration. For purposes of Regulation D, share drafts
are considered to be a transaction account.
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Refer to Section 5240 in this Accounting Manual for a complete listing of transaction accounts and
nonpersonal time deposits. Section 5240 also contains a discussion of the computation and reporting
requirements for Federal Reserve Regulation D.

6150.17 FEDERAL RESERVE REGULATIONCC

All federal credit unions which offer share drafts are subject to Federal Reserve Board Regulation CC
(Regulation CC). In addition, all other federal credit unions are subject to Subpart C of Regulation CC
which governs the rules to expedite the collection and return of checks by banks, including the standards
governing the endorsement of checks for processing through banks. Subparts A and B of Regulation CC,
apply only to share draft accounts called “transaction accounts.” Primarily, these two subparts
contain definitions of terms and requirements regarding the availability of funds from deposits in
these transaction accounts, the disclosure of credit union policies on the availability of funds,
accrual of interest on these deposits, establishment of internal controls and an annual audit program
on the procedures followed, and the establishment of a staff training program in the credit union to
insure compliance with the board's policies.

6160 TREASURY TAX AND LOAN ACCOUNTS

Credit unions are éligible to be designated as Treasury Tax and Loan (TT&L) depositories. Authority to
become depositoriesis set forth in Section 701.37-1 of the NCUA Rules and Regulations. Application
procedures and requirements for designation asa TT& L depository are set forth in the Department of
Treasury Regulations.

There are two types of accounts in which a credit union may participate:

a) TT&L Remittance Account-an account, the balance of which is subject to the right of immediate
withdrawal, established for receipt of payments of Federal taxes and certain United States obliga-
tions.

b) TT&L Note Account-an account subject to the right of immediate call, evidencing funds held by
depositories electing the note option under applicable U.S. Treasury Department Regulations.

After the Department of the Treasury has designated a federal credit union as a Treasury tax and loan
depository, the credit union should establish General Ledger Account No. 736, “Treasury Tax and Loan
Remittance.” Funds in this account are not eligible for dividends.

Funds held in the federal credit union's TT& L note account should bear interest at arate specified in the

Department of the Treasury Regulations and are not considered borrowings for purposes of Section
107(9) of the Federal Credit Union Act.
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For share insurance purposes, fundsin the TT& L Remittance Account and the TT&L Note Account
should be considered public unit funds and as such are insured up to a maximum of $100,000 in the
aggregate. The share insurance premium paid should include a premium equal to one-twelfth of 1 per
centum of the total amount of fundsin the TT& L Remittance Account and the TT&L Note Account at the
close of the preceding insurance year.

A federa credit union may pledge specifically identified assets as collateral for TT& L Remittance and
Note Accounts and may enter into such custodial arrangements as may be necessary to meet Department
of Treasury requirements for collateral on TT&L accounts.

Federal credit unions are also eligible to act as a Depository or Financial Agent of the U.S. Govern-
ment under the provisions of 31 CFR 203 and maintain Treasury General Accounts and Treasury
Time Deposit-Open Accounts in accordance with Section 701.37-2 of the NCUA Rules and Regula-
tions. The sum of these accounts should not exceed 20 percent of the total shares of the credit
union, or $1.5 million, whichever is greater.

Detailed Entries:

Depositsinto TT&L accounts should be recorded as a debit to “Cash” (Account No. 731) and a credit to
“Public Unit Shares” (Account No. 910). Withdrawals should be recorded as a debit to Public Unit
Shares and a credit to Cash.

6170 PUBLIC UNIT ACCOUNTS

Under the authority of Section 107(6) of the Federal Credit Union Act, federal credit unions can receive
public funds. The authorized sources of public funds, and the insurance of these funds, are defined in
Section 745.10 of the NCUA Rules and Regulations. If funds are received from more than one public
unit, separate ledgers shall be maintained for each unit. For accounting purposes, public funds will be
entered in the General Ledger under Shares-Public Unit Accounts, Account No. 910.

6180 SECONDARY CAPITAL ACCOUNTSFOR LOW INCOME CREDIT
UNIONS

Federally insured credit unions designated aslow-income are authorized to establish secondary capital
accounts. Theincreased capital isintended to enable those credit unions to support greater lending and
improve other financial services for the limited income groups and communities they serve. Certain
restrictions are placed on these accounts, foremost among them is that the accounts may be offered only
to organizational investors, not to natural person members or other natural person investors. Other
key restrictions are:

* The accounts are not insured by the NCUSIF or any other government entity, and may not be
offered as share accounts. They will take the form of subordinated debt.
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* Thefundsin the accounts must be available to cover losses, after reserves and undivided earn-
ings, but prior to liquidation.

*  The accounts must have a minimum maturity of 5 years.
» The accounts may not be used as security on other obligations of the account holder.

* Theaccountswill not “carry over” as secondary capital in the event of merger into a credit union
that is not low-income designated.

A declining scale for the capital value of accounts with less than 5 years remaining maturity has
been established. All funds, however, will continue to be at risk to cover losses that exceed re-
serves and undivided earnings. Accounts with remaining maturities of at least:

* 4years, but lessthan 5 years are counted as capital at 80 percent of face value;

» 3years, but less than 4 years are counted as capital at 60 percent of face value;

e 2years, but less than 3 years are counted as capital at 40 percent of face value;

» lyear, but lessthan 2 years are counted as capital at 20 percent of face value; and

* lessthan one year remaining maturity will be counted as capital at O percent of face value.

A disclosure and acknowledgment must be provided and executed by an authorized representative of the
account holder. State-chartered, federally insured credit unions may establish these accounts in accor-
dance with the terms and conditions authorized for federal credit unions and to the extent they are not
inconsistent with applicable state law, regulation, and accounting requirements.

A regulatory accounting position (RAP) has been taken to establish these accounts and to recognize them
as secondary capital. These accounts are subordinated debt and the account holder does not have voting
or ownership rights. Credit unions should record the amount of secondary capital in the equity section of
the balance sheet, although any secondary capital that has a remaining maturity of less than 5 years will
be split into capital and liability components based on a dliding scale. To be consistent with generally
accepted accounting principles (GAAP), the credit union’s outside auditor may recognize accounts
established as secondary capital as subordinated debt, and for financial statement presentation purposes,
may reflect the entire balance in these accounts in the liability section of the balance sheet.

Credit unions must adopt awritten plan for use of the funds in the accounts and subsequent liquidity needs
to meet repayment requirements upon maturity. The credit union should consider reasonableness
and with risk assessment in mind.

The secondary capital accounts may not be established as share accounts and, therefore, will be consid-
ered aform of subordinated debt, in effect aborrowing. In most cases of borrowed funds, the stated
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interest rate is guaranteed contrary to dividends on share deposits for credit unions which are
limited to the amount of funds available from earnings, both current and accumulated. The credit
union should consider its ability to meet the interest payment obligation in light of its current and
accumulated earnings. Interest payable on these accounts must be accrued at least monthly. The
credit union should consider the effect on regular members dividends when setting the interest rate
or index for these accounts.

Section 107(9) of the Federa Credit Union Act limits a credit union’s borrowing to 50 percent of its paid-
in and unimpaired capital and surplus. The amount held in secondary capital accounts held by low-
income credit unionsisto be included in total borrowings for purposes of this limitation. Secondary
capital accounts, plus any other borrowings by the low-income credit union will not exceed the 50 percent
limit.

Part 705 of the NCUA Rules and Regulations addresses the Community Development Revolving
Loan Program for Credit Unions. A credit union participating in the program may receive up to
$300,000 in the form of aloan. A matching requirement encourages credit unions to develop a
permanent source of member shares within one year of loan approval.

Accounts established as secondary capital by low-income designated credit unions may not be used as a
source of matching funds for this program. First, secondary capital is not a member share and second,
the regulation requires that the credit union maintain the increase in the total amount of share deposits for
the duration of the loan from the program. These accounts “may not be offered as share accounts.”
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ACCOUNTING MANUAL FOR FEDERAL CREDIT UNIONS

ALPHABETICAL INDEX BY TOPIC

A
Topic Section No. Page
Abandoned property law (Account 801) 40505  4-175
Account numbers 5030.1.4 5-16
Account, joint 5030.1.5 5-15
5030.1.5 5-17
Accounting and dividend periods 2020.11 2-4
Accounting and operational policy-
Credit Cards 6050.2 6-50
Accounting Basis 2020.10 2-4
Accounting Basis-Modified Cash
Basisor Accrual Basis 4030 4-11
Accounting Control Procedures Over
Field Collection 5100.2.1 5-114
Accounting controls 5140.2.2  5-138
Accounting entriesfor CLF transac-
tions -membership and dividend 60905 6-123
Accounting entriesfor federal fund trans-
actions 52504 5241
Accounting Entriesfor Investmentsin
Credit Union Organizations 6110.2 6-126
Accounting for actuarial gainsand losses 6140.3 6-163
Accounting for cash receipts and disburse-
ments 5010 5-1
Accounting for Credit Card Transactions 6050.3 6-53
Accounting for Leases 6080 6-102
Accounting for |eases-lessee 6080 6-102
Accounting for |eases-lessor 6080.4  6-106
Accounting for pension costs 6140.2  6-160
Accounting for Premium Stabilization Re-
serve 40504 4-171
Accounting for Profit Recognition on
Salesof Real Estate 6030.14 6-43
Accounting for Recoverable Collection
Cost Advanced by the Credit Union 5100.1.2  5-109
Accounting for thesale, purchase, and
pledgeof eligibleobligations 6030.7 6-25
Accounting for transactionswith the
member 5030.1.7 5-20
Accounting Guiddlinesfor Real Estate
Lending 6020 6-5
Account description
Affected accounts 6020.2 6-7
Accounting instructions-Collection of
Utility Bills 52104  5-218
Accounting machine systemsand forms 5130.1 5-129
Accounting Manual: 1010 1-1
Purpose and use of prescribed system 1010.1 1-1
Loose-leaf system-periodic revisions 1010.2 1-1
Accounting Principles:
Asset accounts (700 Account Number
Series) 4040.4 4-27
4050.4 4-76

A

Topic Section No.

Principles Affecting the Recording of -

Income and expense accounts 4040.1
4040.2
4040.3
4050.1
4050.2
4050.3

Liability accounts (800 Series) 4040.5
4050.5

Savings/Equity accounts (900

series) 4040.6
4050.6

Accounting Profession Pronouncements 2030

Accounting Records: Standard forms 5020.1

Descriptionand illustration:
Application for Membership (form

FCU 150) 5030.1.1
Bank Reconcilement (form FCU 108) 5020.1
5060.5
Cash Received Voucher (form FCU
105) 5010.1
5130.1.3.2
Dividend Record (form FCU 112) 5020.1
5160.1.9
Dividend Worksheet and Payment
Record (form FCU 112A) 5020.1
Expense Ledger (form FCU 104) 5020.1
Financial Statements (forms109A-E) 2080
Furniture and Equipment L edger
(form FCU 94) 5020.1
Genera Ledger Accounts 4000
4040.1
Individual Shareand Loan L edger
(form FCU 103) 5030.1.7
Joint Share Account Agreement (form
FCU 123) 5030.1.5
Journal and Cash Record (form FCU
101) 40105
5020.1
Journal Voucher (form FCU 106A) 5010.2.3
5020.1
List of Cash Collected (form FCU
250) 5100.2.1.3
Loans Transfer Summary (form FCU
105C) 5090.5.4
Issuance of aPassbook (form FCU
107) 5030.1.3

Record of Dividends (form FCU 112B) 5020.1
Record Interest Refunds (form FCU
92) 5020.1

Page

4-23
4-24
4-26
4-33
4-55
4-71
4-30
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4-32
4-224
2-5
5-7

5-14
5-9
5-62

51
5-130
5-13
5-174

5-13
5-9
2-19
5-13
4-1
4-23
5-20
5-17
4-2
57
5-4
5-8
5-114
5-99

5-15
5-13
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Topic

Record of Payroll Deductions (form
FCU 105A, FCU 105B, FCU 105C,
FCU 105D)

Schedule of Delinquent Loans (form
FCU 118)

Statement of Account (form FCU
107G)

Substitution of (see, Forms, substitute
for standard forms)

Tria Balance (form FCU 116)
Accounting System, brief outline
Accounting System Described
Accounting System for aBranch
Accounting Systems

Posting board systems and forms
Accounting services (Acct. No. 293)
Accounts (Assets):

Accounts Receivable-Real Estate

Loans (Acct. No. 728)

AccountsReceivable-U.S. Saving
Bonds Redeemed (Acct. No. 727)

Accrued Credit Card Income (Acct.
No. 783)

Accrued Income (Acct. No. 780)

Accrued Income on Investments
(Acct. No. 782)

Accrued Interest on Loan Participa
tions Purchased (Acct. No. 786)

Accrued Interest on Loans (Acct. No.
781)

Accrued Interest-Other Lines of Credit
to Members (Acct. No. 787)

Accrued Interest-Real Estate Loans
(Acct. No. 784)

Advance Paymentsby Borrowers
for Taxesand Insurance on Services
Loans (Acct. No. 797)

Advancesfor Taxesand Insurance
and Other Charges (Acct. No. 725)

All Other Assets (Acct. No. 790)

Allowancefor Amortization of Lease-
hold Improvements (Acct. No. 777)

Allowance for Depredation of Building
(Acct. No. 773)

Allowancefor Depreciation of Fur-
niture and Equipment (Acct. No.
775)

Allowancefor Depreciation of Leased
Assets (Acct. No. 779)

Allowancefor Losses (Acct. No. 719)

Building (Acct. No. 772)

Cash (Acct. No. 730-731)

Cash (Reserved for Additiona Ac-
count 732-736)

Cash-U.S. Bond Installment Pay-
ments (Acct. No. 737)

Change Fund (Acct. No. 739)

Common Trust and Mutual Funds
Investments (Acct. No. 743)

Deferred Pension Cost (Acct. No. 767)

Loansto Other Credit Unions (Acct.
No. 747)
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1-4
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4-110
4-109

4-167
4-163

4-165
4-168
4-163
4-168
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4-162
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4-160
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4-99
4-155
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4-113

4-118
4-122

4-133
4-150

4-140
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Discount on Held-to-Maturity Securities
(Acct. No. 742.1)

Discount on Loans Participation Pur-
chased (Acct. No. 715.2)

Discount on Loans Purchased (Acct.
No. 714.2)

Discount on Held-to-Maturity Securities
(Acct. No. 741.1)

Fixed Assets (Acct. No. 770)
Furnitureand Equipment (Acct. No.
774)

Insurance Premiums Receivable (Acct.
No. 724)

Insurance Premium Stabilization Re-
serve (Acct. No. 792)

Investments (Acct. No. 740-760)

Investment in Branch (Acct. No.

753)

Investment in Central Liquidity
Facility (Acct. No. 751)

Investmentin CLF-Liquidity Clearing
(Acct. No. 751.2)

Investment in CL F-Membership Stock
(Acct. No. 751.1)

Investment in CU Service Corporation
(Acct. No. 748)

Land (Acct. No. 771)

L ease Payments Receivable (Acct.

No. 723)

Leased Assets (Acct. No. 778)

L easehold Improvements (Acct. No.
776)

Lineof Credit to Members (Acct.

No. 702)

Linesof Credit to Members-Cash Ad-
vancesin Process (Acct. No. 702.2)

Linesof Credit to Members-Credit
Cards(Acct. No. 702.1)

L oan Participations Purchased (Acct.
No. 715)

L oan Participations Sold (Acct. No.
716)

Loan Participations Sold (ContraAs-
set Account) (Acct. No. 716.1)

Loans (Acct. No. 701)

Loans-Collateral in Processof Liqui-
dation (Acct. No. 707)

Loansor Other Obligations Purchased
(Acct. No. 714)

L oans Purchased from Liquidating
Credit Unions (Acct. No. 712)

L oans Purchased from Liquidating
Credit Unions-Collateral in Process
of Liquidation (Acct. No. 713)

L oans Subject to Repurchase Agree-
ments (Acct. No. 718)

Loansto Credit Union Service Corpo-
ration (Acct. No. 748.2)

Loansto Members (Acct No. 700)

Loansto Other Credit Unions
Acct. No. 745)
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4-123
4-153

4-157
4-106

4-171
4-123

4-144
4-142
4-142
4-142

4-141
4-153

4-106
4-162

4-160
4-82
4-83
4-83
4-97
4-98

4-98
4-79

4-90
4-97

4-93

4-95
4-99

4-141
4-76

4-140



Mobile Home Loans (Acct. No. 705)

Monetary Control Reserve Deposits
(Acct. No. 793)

Notesand Contracts Receivable (Acct.
No. 711)

Other AccountsReceivable (Acct.
No. 729)

Other Accrued Income (Acct. No. 789)

Other Assets(Acct. No. 799)

Other Loans (Acct. No. 710)

Other Prepaid Expenses and Deferred

Charges (Acct. No. 769)

Other Prepaid Insurance (Acct. No.
766)

Other Receivables (Acct. No. 720)

Other Shares, Depositsand Certi-
ficates (Acct. No. 746)

Payroll Deductions Receivable (Acct.
No. 721)

Petty Cash (Acct. No. 738)

Premium on Held-to-Maturity Securi-
ties(Acct. No. 742.2)

Premium on Loans Purchases (Acct.
No. 714.1)

Premium on L oan Parti cipations Pur-
chased (Acct. No. 715.1)

Premium Held-to-Maturity Securi -
ties(Acct. No. 741.2)

Prepaid and Deferred Charges (Acct.
No. 760)

Prepaid Share Insurance (Acct. No.
765)

Purchase Accrued I nterest Receivable
(Acct. No. 755)

Purchased Accrued I nterest Receiv-
able on Loans 100% (Acct. No. 786)

Real Estate Loans-Over 12 Years
(Acct. No. 703)

Real EstateLoans-12 Yearsor Less
(Acct. No. 704)

Share Secured Loans (Acct. No. 706)

Shares, Depositsand Certificates of
Corporate Central Credit Unions
(Acct. No. 744)

Shares, Depositsand Certificates of
Other Credit Unions (Acct. No. 745)

Truthin Lending Bond Claim Re-
ceivable (Acct. No. 729.1)

Unamortized Organization Costs
(Acct. No. 768)

U.S. Government Obligations (Acct.
No. 741)

Accounts (Equity/Savings):

Appropriate Undivided Earnings
(Acct. No. 942)

Corporate Central Reserve (Acct. No.
935)

Share Draft Accounts (Acct. No. 902)

Donated Equity (Acct. No. 950)

Net Income (Loss) (Acct. No. 960)

Section No.
4050.4
4050.4
4050.4
4050.4
4050.4
4050.4
4050.4
4050.4

4050.4
4050.4

4050.4

4050.4
4050.4

4050.4

4050.4

4050.4

4050.4

4050.4

4050.4

4050.4

4050.4

4050.4

4060.4

4050.4

4050.4

4050.4

4050.4

4050.4

4050.4
4050.6

4050.6

4050.6
4050.6
4050.6
4050.6

Page
4-89
4-172
4-91
4-110
4-170
4-174
4-91
4-152

4-149
4-104

4-137

4-104
4-119

4-132
4-97
4-98

4-123

4-145

4-148

4-145

4-168
4-83
4-89
4-90

4-135

4-135

4-111

4-151

4-123
4-224

4-249

4-246
4-226
4-250
4-252

A
Topic Section No.
Regular Reserve (Acct. No. 931) 4050.6
Reserves (Acct. No. 930) 4050.6
Reservefor Loss Contingencies (Acct.

No. 933) 4050.6
Share Certificates (Acct. No. 908) 4050.6
Shares (Acct. No. 900, 901) 4050.6
Shares-Escrow Accounts (Acct. No.

903) 4050.6
Shares-Other (Acct. No. 904) 4050.6
Shares of Nonmembers (Acct. No. 920,

921) 4050.6
Shares-Public Unit Accounts (Acct.

No. 910) 4050.6
Shares-Retirement Plans (Acct. No.

906) 4050.6
Shares-Unposted Payroll Deductions

(Acct. No. 909) 4050.6
Special Reservesfor Losses (Acct. No.

932) 4050.6
Undivided Earnings (Acct. No. 940) 4050.6
Unrealized Lossin Vaue of Long-

Term Investment in Equity Securi-

ties(Acct. No. 945) 4050.6
Accounts (Liability): 4050.5

Accounts Payable (Acct. No. 800,801) 4050.5

Accounts Payable-Check Transmittal

Service (Acct. No. 804) 4050.5

AccountsPayable-Credit Card Adjust-

mentsin Process (Acct. No. 802.2) 4050.5

Accounts Payable-Credit Card Charge-

backs (Acct. No. 802.3) 4050.5

Accounts Payable-Credit Card Pay-

mentsin Process (Acct. No. 802.1) 4050.5

AccountsPayable-Drafts Authorized

(Acct. No. 805) 4050.5

AccountsPayable-Escrow Accounts

(Acct. No. 809) 4050.5

Accounts Payable-Installment Pay-

mentson U.S. Bonds (Acct. No. 806)  4050.5

Accounts Payable-Real Estate L oans

(Acct. No. 808) 4050.5

Accounts Payable-U.S. SavingsBond

Remittances (Acct. No. 807) 4050.5

Accounts Payable-Undistributed

Payments (Acct. No. 802) 4050.5

Accounts Payable/Undistributed Pay-

roll Deductionsor Allotments (Acct.

No. 803) 4050.5

Accrued Accounting Service Cost

(Acct. No. 855) 4050.5

Accrued Cost of Space Occupied

cct. No. 853) 4050.5

Accrued Dividends Payable (Acct.

No. 854) 4050.5
Accrued Employee Benefits (Acct. No. 852) 4050.5
Accrued Expenses (Acct. No. 860) 4050.5
Accrued Interest Payable (Acct. No. 860) 4505.5
Accrued Loss Contingencies (Acct. No. 856)  4050.5
Accrued Salaries (Acct. No. 851) 4050.5
City Withholding Taxes Payable

(Acct. No. 845) 4050.5

Page

4-241
4-241

4-244
4-233
4-224

4-228
4-229

4-238
4-235
4-231
4-235
4-244

4-247

4-250
4-174
4-174
4-180
4-179
4-179
4-179
4-182
4-185
4-182
4-185
4-184

4-178

4-179
4-203
4-203

4-203
4-203
4-203
4-206
4-204
4-202

4-196



Topic Section No.
Collectionson Loansand Other Obligations
Serviced (Acct. No. 862) 4050.5
Credit Card Chargebacksin Process
(Acct. No. 802.3) 4050.5
Deferred Credits (Acct. No. 880) 4050.5

Deferred Credit-Discounts on Loans
Purchased from Liquidating Credit

Unions (Acct. No. 887) 4050.5
Deferred Credit-Insurance Premium

tabilization Reserve (Acct. No. 888) 4050.5
Deferred Credits-Prepaid interest-Real

Estate Loans (Acct. No. 885) 4050.5
Deferred Credits-Feesreceived on

loansto be purchased (Acct. No.

87) 4050.5
Deferred Gain on Liquidation of

Loans (Acct. No. 883) 4050.5
Dividends Payable (Acct. No. 820) 4050.5
Federal Funds Payable (Acct. No. 813) 4050.5
Federal Unemployment Compensation

Tax Payable (Acct. No. 847) 4050.5
Federal Withholding TaxesPayable

(Acct. No. 841) 4060.5
Interest Refunds Payable (Acct. No.

830) 4050.5
Liability Under Pension Plan (Acct.

No. 861) 4050.5
Main Office (Acct. No. 865) 4050.5
Monetary Control Pass Deposits

(Acct. No. 864) 4050.5
Mortgage Notes Payable (Acct. No.

811) 4050.5
Notesand Interest Payable (Acct. No.

810) 4050.5
Notes Payable-Other (Acct. No. 812) 4050.5
Obligation Under Capital Lease (Acct.

No. 863) 4050.5
Other Accrued Expenses (Acct. No.

859) 4050.5
Other Deferred Credits (Acct. No. 889) 4050.5
Other Liahilities (Acct. No. 860) 4050.5
Other Taxes Payable (Acct. No. 849) 4050.5

Social Security Taxes Payable (Acct.

No. 846) 4050.5
State Unemployment Compensation

Tax Payable (Acct. No. 848) 4050.5
State Withholding Taxes Payable

(Acct. No. 842) 4050.5
TaxesPayable (Acct. No. 840) 4050.5
Undisbursed L oan Proceeds (Acct. No.

866) 4050.5
Unamortized Discount on Sale Assets

(Acct. No. 886) 4050.5
Unapplied Data Processing Excep-

tions (Acct. No. 870) 4050.5

Unapplied Data Processing Excep.
tions (Disbursements) (Acct. No.

872) 4050.5
Unapplied Data Processing Excep-

tions (Receipts) (Acct. No. 871) 4050.5
Unearned Interest on Loans (Acct. No.

881) 4050.5

-4

Page

4-207
4-179
4-211
4-217
4-218

4-217

4-217
4-214
4-101
4-189
4-200
4-196
4-194

4-207
4-208

4-207
4-186

4-185
4-187

4-207
4-205
4-219
4-206
4-201
4-198
4-200

4-196
4-196

4-208
4-217

4-209

4-210
4-209

4-211

Topic

Accounts (Non-Operating Income and
Expense); (400 Series)
Extraordinary Gainsand L osses
(Acct. No. 446)
Gain (Loss) on Disposition of Assets
(Acct. No. 430)
Gain (Loss) on Investments (Acct. No.
420)
Non-Operating Income (Expense)
(Acct. No. 400)
Other Non-Operating Income (Ex-
pense) (Acct. No. 440)
Accounts (Operating Expense):
Accounting Services (Acct. No. 293)
Advertising (Acct. No. 271)
Amortization of Leasehold Improve-
ments (Acct. No. 255)
Annua Meeting Expenses (Acct. No.
350)
Association Dues (Acct. No. 240)
Audit Fees (Acct. No. 292)
Bank Service Charges (Acct. No. 269)
Borrowers' Insurance (Acct. No. 313)
Cash Over and Short (Acct. No. 330)
Chattel Lien Non Filing Insurance
(Acct. No. 283)
Collection Expense (Acct. No. 282)
Communications (Acct. No. 261)
Compensation (Acct. No. 210)
Credit Card Program Expenses (Acct.
No. 286)
Credit Reports (Acct. No. 284)
Depreciation Expense-L eased Assets
(Acct. No. 257)
Depreciation of Building (Acct. No.
254)
Depreciation of Furnitureand Equip-
ment (Acct. No. 266)
Dividends (Acct. No. 380)
Educational and Promotional Ex-
penses (Acct. No. 270)
Employee Benefits (Acct. No. 220)
Employees Travel and Conference Ex-
penses (Acct. No. 231)
Federal Operation Fee (Acct. No. 320)
Imputed Interest Costs (Acct. No. 341)
Insurance (Acct. No. 265)

Interest on Borrowed Money (Acct. No. 340)

Lega Fees(Acct. No. 291)

Life SavingsInsurance (Acct. No. 312)

Loan Servicing Expense (Acct. No. 280)

Maintenance of Building (Acct. No. 252)

Maintenance of Furnitureand Equip-
ment (Acct. No. 263

Management Consulting Fees (Acct.

No. 294)

Members' Insurance (Acct. No. 310)
Miscellaneous Operating Expenses
(Acct. No. 370)

NCUA Operating Fee (Acct. No. 320)

Section No.

4050.3

4050.3

4050.3

4050.3

4050.3

4050.3
4050.2
4050.2
4050.2

4050.2

4050.2
4050.2
4050.2
4050.2
4050.2
4050.2

4050.2
4050.2
4050.2
4050.2

4050.2
4050.2

4050.2

4050.2

4050.2
4050.2

4050.2
4050.2

4050.2
4050.2
4050.2
4050.2
4050.2
4050.2
4050.2
4050.2
4050.2

4050.2

4050.2
4050.2

4050.2
4050.2

Page

4-71
4-75
4-73
4-71
4-71

474
455
4-64
4-62

4-60

4-69
4-60
4-64
4-62
4-66
4-67

4-63
4-63
4-61
4-59

4-63
4-63

4-61
4-60

4-62
4-70

4-62
4-59

4-60
4-66
4-68
4-61
4-68
4-64
4-65
4-63
4-60

4-61

4-64
4-65

4-70
4-66



Topic

Office Occupancy Expenses (Acct. No.
250)

Office Operations Expenses (Acct. No.
260)

Officers and Directors Travel and
Conference Expenses (Acct. No. 232)

Operating Expenses (Control) (Acct.

No. 200)

Other Employee Benefits (Acct. No.

224)

Pension Plan Costs (Acct. No. 221)
Professional and Outside Services

(Acct. No. 290)

Provision for Loan Losses (Acct. No.

300)

Linesof Credit (Acct. No. 302)

Loans (Acct. No. 301)

Mobile Homes (Acct. No. 304)

Other Loans (Acct. No. 305)

Real Estate Loans (Acct. No. 303)
Publicity and Promotions (Acct. No.
272)

Real Estate Taxes (Acct. No. 256)
Recording Fees Chattel Lien Insur-

ance (Acct. No. 283)
Refunds-Real Estate Finance Charges

Acct. No. 285)

Reimbursement to Sponsor for Serv-
ices(Acct. No. 212)

Rent (Acct. No. 251)

Rental of Furniture and Equi pment
(Acct. No. 262)

Salaries (Acct. No. 211)

Service Feeson Loans Purchased
(Acct. No. 287)

Share Insurance (Acct. No. 311)

Social Security Taxes(Employer's

Share) (Acct. No. 222)

Stationery and Supplies (Acct. No.
264)

Travel and Conference Expenses
(Acct. No. 230)

Truthin Lending Expense(TIL) (Acct.
No. 360)

TIL Reimbursement of Interest Over,
charges (Acct. No. 361)

TIL Restitution (Acct. No. 362)

Unemployment Compensation Taxes
(Acct. No. 223)

Utilities (Acct. No. 253)

Accounts (Operating Income):

Credit Card Interchange Income (Acct.
No. 152)
Feesand Charges (Acct No. 130, 131)

Section No.

4050.2

4050.2

4050.2

4050.2

4050.2
4050.2

4050.2
4050.2
4050.2
4050.2
4050.2
4050.2
4050.2

4050.2
4050.2

4050.2

4050.2

4050.2

4050.2

4050.2
4050.2

4050.2
4050.2

4050.2

4050.2

4050.2

4050.2

4050.2
4050.2

4050.2
4050.2
4050.1

4050.1
4050.1

Page

4-60
4-61

4-60

4-55

4-59
4-59

4-63
4-64
4-64
4-64
4-64
4-64
4-64

4-62
4-61

4-63
4-63
4-59
4-60

4-61
4-59

4-63
4-65

4-59
4-61
4-60
4-69

4-69
4-69

4-59
4-60
4-33

4-52
4-50

Topic

Gain (Loss) On Saleof Eligible Obliga-
tions (Acct. No. 141)

Gain (Loss) on Sale of Loans and Other

Eligible Obligations (Acct. No. 140)

Income from Investments (Acct. No.
120)

Incomefrom Investmentsin Credit
Union Service Corporation (Acct.
No. 128.1)

Income from Loans (Acct. No. 110)

Incomefrom Loansof Liquidating

Credit Unions (Acct. No. 113)

Interest on Linesof Credit (Acct.
No. 112)

Interest on Loans (Acct. No. 111)

Interest on Loansand Other Obliga-
tions Purchased 100% (Acct. No. 115)

Interest on L oan Participations Pur-
chased (Acct. No. 116)

Interest on Real Estate L oans (Acct.
No. 114)

Interest Refunds (Acct. No. 119)

Investment Income (Acct. No. 120)

Miscellaneous Operating Income
(Acct. No. 150, 151)

Service Incomeon Loans (Acct. No.
160)

Servicelncomeon Loansand Other

Obligations Sold (Acct. No. 161)

Service Income on Loans Sold and

Participations (Acct. No. 117)

Accounts Dormant

Accounts Payable (Acct. No. 801)

Accounts Payable:

Check Transmittal Service (Acct.
804)

Credit Card Adjustmentsin Process
(Acct. No. 802.2)

Credit Card Chargebacksin Process
(Acct. No. 802.3)

Credit Card Paymentsin Process
(Acct. No. 802.1)

Drafts Authorized (Acct. No. 805)

Escrow Accounts (Acct. No. 809)

Installment Payment on U.S. Bonds
(Acct. No. 806)

Real Estate Loans (Acct. No. 808)

Undistributed Payments (Acct. No.
802)

Undistributed Payroll Deductionson
Allotments (Acct. No. 803)

Accounts Recelvable-Redl Estate L oans
(Acct. No. 728)

Redeemed (Acct. No. 727)

Section No.

4050.1

4050.1

4050.1

4050.1
4050.1

4050.1

4050.1
4050.1

4050.1
4050.1
4050.1
4050.1
4050.1
4050.1

4050.1

4050.1
4050.1
5140.5
4050.5
4050.5
4050.5
4050.5
4050.5
4050.5
4050.5

4050.5
4050.5

4050.5

4050.5

4050.4
4050.4

Page

4-51

4-51

4-49
4-33

4-39

4-37
4-33

442
4-42
441
443
452

4-53

4-53

4-42
5-141
4-174
4-180
4-179
4-179
4-179
4-182
4-185

4-182
4-185

4-178
4-179

4-110
4-109



Topic

Accrua basisof accounting

Accrud entriesin General Ledger Ac-
count Descriptions
Accrual of Interest
Accrued Benefit Cost Method-Unit
Credit Method Accrued Credit Card
Income (Acct. No. 783)
Accrued Expenses (Acct. No. 850)
Accrued Expenses

Accounting Service Cost (Acct. No.
855)

Cost of Space Occupied (Acct. No. 853)
Dividends Payable (Acct. No. 854)
Employee Benefits (Acct. No. 852)
Other (Acct. No. 859)
Salaries (Acct. No. 851)

Accrued Income (Acct. No. 780)

Accrued Income

Accrued incomeon investments (Acct.
No. 782)

Accrued Interest on Loans (Acct. No.
781)

Accrued interest onloansincluded in
vauation allowance
Accrued Interest Other Linesof Credit
to Members (Acct. No. 787)
Accrued Interest Payable (Acct. No. 818)
Accrued Interest-Real Estate L oans
(Acct. No. 784)
Accrued Interest Receivableon Loans
(100%) (Acct. No. 785)
Accrued Loss Contingencies (Acct. No.
856)
Accumulated Payroll Deduction Plan
Accurate and Current Records Essential
Actuariad Method
Additional Consideration in Discount-
ing the Gross Gains or Loss
Adjustable Mortgage Rate L oans
Adjusted trading
Adjusting entries
Adjusting entriesat end of accounting
period
Adjustment Method
Administrative controls
Admission of members
Advanced DataProcessing
Advanced Payment by Borrowersfor

Taxesand Insurance on Serviced Loans

(Acct. No. 797)
Advancesfor Taxes, Insurance and Other
Changes (Acct. No. 725)
Advertising (Acct. No. 271)

Section No.

1040.2
2040.2
4030.2

4030.3
5040.5.1.4

4050.4
4050.5
4030.2.6
4030.2.9.1

4050.5
4050.5
4050.5
4050.5
4050.5
4050.5
4050.4
4030.2.4
4030.2.9.1

4030.2.4.2
4050.4

4050.4
4030.2.4.1

2070.2.4

4050.4
4050.5

4050.4

4050.4

4050.5
5090.4.2.1
1030
5040.5.2.3

6030.10.4
6020.1.1
6060.4.1

5070.1

5070.5.2
5120.1.2
5140.2.1

5030.1
5130.1.3

4050.4

4050.4
4050.2

1-4
2-8
4-12

4-22
5-26

4-167
4-202
4-16
4-20

4-203
4-203
4-203
4-203
4-205
4-202
4-163

4-13

4-20

4-14
4-165

4-163
4-13

2-19

4-168
4-190

4-167

4-167

4-204
5-96

5-27

6-37

6-6
6-73
5-72

5-77
5-124
5-137

5-13
5-130

4-172

4-108
4-62

Topic

Advertising requirements

Agency and Branch Office
Accounting

Agent

Allotments

Allotmentsand Payroll Deductions

Allowancefor Amortization of Leasehold
Improvements (Acct. No. 777)

Allowancefor Depreciation of Furniture
and Equipment (Acct. No. 775)

Allowancefor Depreciation-L eased
Assets (Acct. No. 779)

All Other Assets (Acct. No. 790)

Allowancefor depreciation of tangible
fixed assets

Allowancefor Loan Losses (Acct. No. 719)

Allowancefor Losseson Investments
Acct. No. 758)

Alternate Method B

Alternativeinterest refund procedures
Amortization

Amortization of Computer Hardware
Costs

Amortization of deferred charges

Amortization of Leasehold Improvements
(Acct. No. 255)

Amortization of premium or discount on
securities purchased

Amortization of Purchased Software
Costs

Amount of investment in fixed assets

Annual Meeting Expenses (Acct. No. 350)

Application for Membership (form FCU
150)

Applying for Membership

Approval for Expenses

Appropriate Undivided Earnings (Acct.
No. 942)

Arbitrary adjustment of subsidiary share
and loan ledger differences

Assessment of late charges

Asset Accounts (700 Series)

Asset valuation alowance

AssetsAcquiredin Liquidation of Loans

Assetsgenera basisfor recording

Assets pledged

Assigning account numbers

Association Dues Deferred

Audit Fees (Acct. No. 292)

Authorization of payroll deductions

Authorized Transactionsand Permissible

Methods for Purchase Securities

Authorized Broker/Dedlers

Automated Clearing House

Availability of membershipin Central
Liquidity Facility

Section No.

5150.8

6120
5200.2.3
6125.2.2

6125.3.2.5
5090.1

4050.4

4050.4

4050.4
4050.4

5120.2
2070.1.7
4050.4
5120.1

4050.4
5220.2.6.2
5070.3
2090.1

5120.3
2070.1.5

4050.1

2040.2.3

5120.4
6070.2
4050.2

5030.1.1
5030.1.1
4050.2.1

4050.6

5060.9
5040.5.7
4040.4
4050.4
5120
5110
2040.1.1
2040.1.8
5030.1.4
4050.5
4050.2
5090.5.1

6060.3
6061.3
5210.1.3

6090

Page
5-154

6-135
5-210
6-145
6-148

5-93

4-162
4-160

4-162
4-171

5-125
2-16
4-99

5-122

4-76
5-225
5-76
2-24

5-128
2-15

4-36
2-9

5-129
6-92
4-69

5-15
5-14
4-55

4-249

5-68
5-30
4-27
4-76
5-121
5-118
2-5

5-16
4-174

5-97
6-66
6-91
5-216

6-121



B
Topic
Badloans
Balance per bank statement
Balance per books of credit union
Balance Sheet

Balancing of posting to Individual Share
and Loan Ledgersdaily

Balacing Out TellersFunds

Balancing Tellers Cash Recelptsand Dis-
bursements Using On-Line Computer

Terminas

Balancing the Individual Shareand Loan
Ledger

Balancing the subcontrols

Bank deposits

Bank Balance Per Bank Statement

Bank Reconcilement (form FCU 108)

Bank Service Charge (Acct. No 268)

Basic Accounting:
Purpose of the General L edger
Opening the General L edger Accounts
Sources of posting of books of original

entry

Opening the Journal and Cash Record
Illustrative Entries

Basic accounting records

Basic concepts, accounting principles
Basic elementsof Interna Control
Basisfor recording expenses

Basisfor recording income

Bond saletransactions

Bonds (see U.S. Government Obligations)
Borrowed money

Borrowed money, interest paid on

Borrowers' Insurance (Acct. No. 313)

Branch Control ViaCentralized Opera
tions

Branch office accounting

Branch Office Disbursements

Branch offices

Brief outline of prescribed accounting
system

Building (Acct. No. 772)

C
Calculation of reserverequirement

Capital leases

Cash:

Account (Acct. No. 731)

Cash Account for Branch Opera-
tions

Cash Balance Per Books of Credit
Union

Cash forward agreementsto pur-
chase securities

Cash forward agreementsto sell
securities

Section No.

2070.1.7
4050.4
5220.2.7
5060.5.2
5060.5.1
3050.1

5060.7
5050.1.1

5050.1.5

5060.7
5080.4
5010.1
5060.5.2
5060.5
4050.2
4010
4010.1
4010.2

4010.3
4010.4
4010.6
1030.2
5020
2020
5140.2
2070.1.3
2070.1.2
5195.1
4050.4
4050.5
4050.2
4050.5
4050.2

6120.2
6120
6120.2.2
6120

1040
4050.4

5230.1.2
6080.2.1

4050.4
6120.2.3
5060.5.1
6060.3.2

4050.4
6060.3.3

Page

2-16
4-76
5-229
5-63
5-63
3-2

5-66
5-36

5-43

5-66
5-84
51
5-63
5-49
4-62
4-1
4-1
4-1

4-2
4-2
4-3
1-2
5-7
2-1
5-137
2-15
2-15
5-200
4-72
4-187
4-68
4-187
4-66

6-136
6-136
6-137
6-136

1-4
4-155

5-23
6-102
4-113
6-137

6-63

6-67

4-76
6-35

Topic
Cash/Investment Purchase
Cash over and short (Acct. No. 330)

Cash Receiptsfor Overseas
Branches

Cashreceived by collectors

Cashreceived fromsaleof U.S.
Savings Bond

Cash Received Voucher (form FCU
105)

Cash-unrestricted and restricted

Cashier’ sdaily summary

Change Fund (Acct. No. 739)
Depositing in bank

Disbursement of basic proce-
dure

Disbursements, specia proce-
dures

“Fluctuating” changefunds

List of Cash Collected (form
FCU 250)

Mail receipts

Over and Short (Acct. No. 330)

Petty Cash Acct. No. 738)

Receipts, specia procedures

Received, basic procedure for
handling

Received by collectors

Sharesand loansdisbursed in
cash (currency and coin)

Teller' sDaily Cash Sheet

Cash basis, modified

Cash Received Voucher (form
FCU 105)
Total payment vouchers
Cash-U.S. Bond Installment Payments
(Acct. No. 737)
Central credit unions, sharesor depositsin
Central Liquidity Facility
Certificates of Deposit
Certification, financia reports
Centralized operations
Change Fund:
Account (Acct. No. 739)
Charge Off of Loan Against Allowancefor
Loan Losses (Acct. No. 719)
Change Fund VersesMonetary Re-
serve Requirements of Regulation D
Chart of General Ledger Accounts:
Asset Accounts (700 Series)
Liabilities Accounts (800 Series)
Non-Operating Income and Expense
Accounts (400 Series)
Operating Income accounts (100 Series)
Operating Expense accounts (200-300
Series)
Savings/Equity accounts (900 Series)

Section No.

6060.3.

4050.2-

6120.2.1
5100.2.1.1

5195.1.2

5010.1
5050.1.1
2040.1.2
5050.1.1

4050.4

5010.1
6120.2.1

5010.2

5050.2.2
5050.2.
5050.2.7

5100.2.1.1
5050.1.3
4050.2
4050.4
5050.1

5050.1
5100.2.1.7

5050.2.2
5050.1.1
1040.1
2040.1
2070.1
5050.1.1
5050.1.2

4050.4
4050.4
6090
4050.4
2080.11
6120.2

4050.4
4050.4
5050.2.8
4040
4040.4
4040.5

4040.3
4040.1

4040.2
4040.6

Page

6-34
66-6
4-41
4-67

6-136
5-114

5-201

51
5-36

5-36
4-122
51
6-136

5-2

5-48
5-46
5-57

5-114
5-40
4-67

4-119
5-36

5-36
5-117

5-48
5-36

1-4

2-5
2-15
5-37
5-40

4-118
4-76
6-121
4-76
2-24
6-136

4-122
4-99
5-59
4-23
4-27
4-30

4-26
4-33

4-24
4-32



Topic

Chattel Lien Nonfiling Insurance (Acct.
No. 283)
Check Digit
Check Endorsements
Check Protectors
Check Register
Check Signing Machine
Checkssold
Check Trangmittal Service
Check Writing Machines
Checks:
Check Register
Cost of cashing checks
Cost of selling checks
Countersignature
Disbursements made by
Prenumbering
Singlesignature
Unpresented
Voucher checksillustrated
Christmas Savings Share Accounts
City Withholding Taxes Payable (Acct.
No. 845)
Classification of Loans Outstanding
Closing books at distribution Dividends
Closing entries
Closing entriesin detail
Closing procedureillustrated
Collaterd:

In process of liquidation (Acct. No.

707)

Collection costsand expenses

Collection Expenses (Acct. No. 282)

Collection of interest

Collection on Loansand Other Obli-
gations Serviced (Acct. No. 862)

Collection of loans by outside sources

Collection of Utility BillsBy Credit
Unions

Collection palicies

Collection procedures-Delinquency Con-
trol

Collectors, field

Comments and recommendationson
the establishment of subcontrols
Common Trust and Mutual Investments
(Acct. No. 743)
Communications (Acct. No. 261)

Compensation (Acct. No. 210)
Compensation for Services

Completerecording of incomeand expenses

Composite-Life depreciation

Compounding of Dividends
Computation of Delinquency
Computation of Delinquency-Method A
Computation of Delinquency-Method B
Computation of Delinquency-Method C
Computation of dividends

-8

Section No.

4050.2
5030.1.4
5050.1.1.2
5050.2.4
5050.2.1.1
5050.2.3
5200.2.2
5210.3
5050.2.5

5050.2.1.2
5200.3
5200.2
5010.2.2
5010.2.1
5010.2.1
5010.2.2
4050.5
505.2.1.3
4050.6

4050.5
3050.2.1
5160.1.2.6
5070.5
5070.5.3
6070.5.4
5110.1

4050.4
5110.1.1
5100.1.1

4050.2
5040.5.1

4050.5
5100.1

5210.4
5220.2.3

5220.2
5100.2

5080.2

4050.4
4050.2

4050.2
5195.3.6
2020.9
2040.1.6
5120.2.1.4
5160.1
5220.2.6
5220.2.6.1
5220.2.6.2
5220.2.6.3
5160.1.2.1

Page

4-63
5-16
5-39
5-54
5-46
5-53
5-217
5-147
5-54

5-46
5-211
5-209

5-2
5-2
5-2
5-2
4-103

5-48

4-228

4-196
34
5-166
5-77
5-80
5-80
5-117

4-90
5-117
5-109

4-63

5-24

4-207
5-109

5-218
5-222

5-221
5-113

5-83

4-133
4-61

4-59
5-208
2-3
2-8
5-128
5-158
5-223
5-223
5-225
5-226
5-159

Topic

Compuitation of other than level pay-
ment loans

Computing the amount of stock subscrip-
tion

Conservative accounting

Consistency in accounting

Contingent liabilities

Contracted dividend rate

Conversion to accrual basis of account-
ing

Cost in excess of carrying value

Cost lessthan carrying value

Cost Method

Cost Method Illustrated

Cost of cashing checks

Cost of selling checks

Countersignatures and single signatures

Coupon book plansfor loan repayments

Credit Card Chargebacks (Acct. No. 802.3)

Credit Card Program Expenses
Credit Cards:
Interest computation
Accounting and operationa policy
Accounting for Credit Card Transac-
tions
Illustrative entries
Tria baance
Internal controls
Credit Committee:
Approval of pledged shares
Credit Reports (Acct. No. 284)
Credit union, loans of liquidating
Credit union fundsin possession of col-
lectors
Credit Union Office Facilitieson De-
partment of Defense Installations
Credit union operations governed by law,
bylawsand regulations
Credit union, sharesor depositsin central
Credit Unionsas SBA Guaranteed Loan
Originators
“Cutoff” business days

D

Daily balancing of postingsto the
Individual Shareand Loan Ledgers

Daily Log

Data processing

DataProcessing Guidelinesfor Federal
Credit Unions

Data processing records, destruction of

Deceased members' shares

Decentralized operations

Declaring dividends

Declining Balance Depreciation

Deferred Charges (Acct. No. 760)

Deferred Credits (Acct. No. 880)

Section No.

5040.5.2.1.2

6090.4
2020.7
2020.4
2050.1.10
5160.1.2.7

4030.2.9
6110.2.1.2
6110.2.1.3

6110.2.2

6110.2.2.
5200.3
5200.2

5010.2.2

5050.1.4

4050.5
6050
4050.2
6050
6050.1
6050.2

6050.3
6050.3.1
6050.4
6050.5

6050
4050.2
4050.4

5100.2.1.7

6128

1020
4050.4

6030.11
5010.1

5060.10
6125.3.2.4
5130.1.2

5130.1.2
5190.3.2
5150.12
6120.3
5160.1.2.3
5120.2.1.3
4030.2.8
4050.4
4030.2.7
4050.4

Page

5-26

6-122
2-3
2-3

2-11

5-166

4-19
6-129
6-129
6-129
6-129
5-211
5-209

5-2

5-42
4-179

6-47

4-55

6-47

6-50

6-50

6-53
6-54
6-59
6-60

6-47
4-63
4-93

5-117
6-154

1-2
4-76

6-38
5-1

5-69
6-148
5-130

5-130
5-198
5-156
6-139
5-165
5-127

4-18
4-145

4-18
4-211



Topic

Deferred Credits-Discounts on Loans
Purchased from Liquidating Credit
Unions (Acct. No. 885)

Deferred Credits-Insurance Premium
Rebates (Acct. No. 882)

Deferred Credits-Insurance Premium

Stabilization Reserve (Acct. No. 888)

Deferred Credits-Prepaid Interest-Real
Estate Loans (Acct. No. 885)
Deferred Gain on Liquidation of Loans
(Acct. No. 883)
Deferred Pension Cost (Acct. No. 767)
Deferred Stationary and Supplies (Acct.
No. 264)
Definition of Direct and Indirect Costs
Definition of Internal Controls
Definition of Modified Cash Basis
Definition of Terms
Definitions, accounting for leases
Definitions, Sale-and-L easeback
Definitions, Share Accountsand Share
Certificate Accounts
Definitions, Share Drafts
Delinquency Computation:
Method A
Method B
Method C
Delinquency Control:
Need for delinquency control
Elements of delinquency control
Lending policies
Education of Members
Collection palicies
Identification
Delinquency control on Individua Share
and Loan Ledgers
Déelinquent loans:
Computation of
Level payment loans
Other than level payment loans
Deposit insurance coverage on Trust
Accounts
Deposits:
in bank

in other credit unions
made by overseasbranch
Depreciation:
Buildings
Composite-Life
Declining Balance
SampleCdculation
Straight Line
Sumof Y ears Digits
Depreciation Expense-L eased Assets
(Acct. No. 257)
Depreciation of Building (Acct. No. 254)
Allowancefor (Acct. No. 773)
Depreciation of Furniture and Equipment
(Acct. No. 266)
Allowancefor (Acct. No. 775)

Section No.

4050.5

4050.5

4050.5

4050.5

4050.5
4050.4

4050.2
5200.1
5140.1
4030.1.2
2090
6080
6080.11

5150
5150.4
5220.2.6
5220.2.6.1
5220.2.6.2
5220.2.6.3
5220
5220.1
5220.2
5220.2.1
5220.2.2
5220.2.3
5220.2.5

5040.4.2

5220.2.6
5220.2.6.1
5220.2.6.3

5150.10.1

4040.4
4050.4
5010.1
4050.4
6125.3.2.2
5120.2
4050.4
5120.2.1.4
5120.2.1.3
5120.2.1
5120.2.1.1
5120.2.1.2

4050.2
4050.2
4050.4

4050.2
4050.4

Page

4-217
4-213
4-218
4-217

4-214
4-150

4-61
5-208
5-136

4-11

2-24
6-102
6-114

5-143
5-146
5-223
5-223
5-223
5-225
5-220
5-220
5-221
5-221
5-222
5-222
5-223

5-24

5-223
5-223
5-226

5-156

4-27
4-76
51
4-76
6-147
5-125
4-157
5-128
5-127
5-126
5-126
5-127

4-6
4-60
4-157

4-62
4-160

Topic

Depreciation Periods

Description of a Share Draft under a
Payable Through System

Description of Financia Reports:
Statement of Financial Condition
Statement of Income
Supportive Schedulesfor Financial
Statements
Statement of Changesin Equity
Statement of Changesin Financia

Position

Description of General Ledger
Accounts

Descriptionsof Transactions-
Branch Accounting

Destruction of obsoleterecords

Determination of market prices

Determining maximum dividend rate

Differencesin ledgers, locating and ad-
justing

Direct deposit of federal recurring pay-
ments

Disbursement of cash, basic procedure

Disbursements

Disbursementsby Overseas Branch

Disbursements-Installment Payments

Disbursementsin Cash

Disbursementsto be made by check

Disbursementsto Overseas Members

Disbursing Share Withdrawalsand Loans
incash

Disclosuresfor share, share draft and
share certificate accounts

Discount on Federal Agency Securities
(Acct. No. 742.1)

Discount on Loan Participation Purchases
(Acct. No. 715.2)

Discount on U.S. Government Obliga-
tions(Acct. No. 741.1)

Discount on L oans Purchased (Acct.
No. 714.2)

Discounting the grossgain or loss

Disposal of dataprocessing output
records

Disposal of furniture and equipment

Disposition of the proceedsfrom the
liquidation of collateral in possession
of the credit union

Disposition of therelated accounts after
the collatera hasbeen liquidated

Distribution and use of dividend record

Distribution of Statements
of Account

Dividend accrua

Dividend computation

Dividend computation-examples

Dividend distribution date

Dividend entitlement

Dividend Entriesin the Journal and
Cash Record

Dividend period

Section No.

5120.2

6150.4

3050
3050.1
3050.2

3050.3
3050.5

3050.6

4050

6120.7.1
5190.3
6030.10.2
5160.1.8

5060.4

5090.2
5010.2
6120.2.2
6125.3.2.3
5195.2.3
5010.2
5010.2.1
6125.3.2.3

5050.2.2

5150.7

4050.4

4050.4

4050.4

4050.4
6030.10.3

5190.3.2
4050.4

5110.2

5110.3
5160.1.3

5090.8
5160.1.6
5160.1
5160.1.1
5160.1.2.6
5160.1.4

5160.1
5160.1.2.2

Page
5-125

6-174
321
3-2
3-3

34
316

3-16
4-33

6-144
5-196

6-36
5-174

5-61

5-94
5-2
6-137
6-147
5-203
5-2
5-2
6-147

5-48
5-152
4-131

4-98
4-123

4-97
6-36

5-198
4-157

5-120

5-121
5-169

5-103
5-170
5-158
5-159
5-166
5-169

5-158
5-164



Topic

Dividend policy

Dividend rate specified or contracted
forinadvance

Dividend Record (form FCU 112)
Substituteform

Dividend reductionsand penalties

Dividends (Acct. No. 380)

Dividends:
Accrua
Amount, computation of
Closing Booksat Distribution
Compounding of Dividends
Contracted Dividend Rate
Date payabl e established by board
Declaration procedure
Distribution Date
Distribution of
Dividends Payable (Acct. No. 820)
Entitlement
Establishing Policy
Exceptionsto the Penalties
Period
Rate, Determining Maximum
Record of form (FCU 112)
Reductionsand Penalties
Reporting to Internal Revenue
Dividends, authorization of and computa-
tion at end of accounting period
Dollar pricerepurchase agreement (Dollar
Price Repo)
Domestic branches
Donated Equity (Acct. No. 950)
Donations
Dormant accounts
Double-Entry System
Draft cashing programs
Draft verification procedures
Draftsfor Loans

E

Educational and Promotional Expenses
(Acct. No. 270)
Electronic data processing systemsand forms
Electronic dataprocessing systems
and forms
Electronic Funds Transfer, Automatic
Clearance House Payments and Pay-
ments by Phone
Electronic Funds Transfer Act
Elements of Delinquency Control
Employee Benefits (Acct. No. 220)
Employee Retirement Income Security
Act of 1974 (ERISA)
Employees Travel and Conference Ex-
pense (Acct. No. 231)

I-10

Section No. Page
5160.1.2  5-159
5160.1.2.7 5-166
5160.1 5-158
5130.1.3 5-130
5160.1.2.10 5-168
4050.2 4-70
5070.4 5-77
5160 5-158
5160.1.6  5-170
5160.1.21  5-159
5070.4 5-77
5160.1.24  5-165
5160.1.2.7 5-166
5160.1.2.6 5166
5160.1.2.3 5-165
5160.1.2.6 5166
5160.1.2.6 5166
40505 4-191
5160.1.4  5-169
5160.1.2  5-159
5160.1.2.10 5-168
5160.1.2.2 5164
5160.1.8 5-174
5160.1 5-158
5160.3 5121
5160.1.2.10 5-168
5160 5-158
6060.5.1 6-74
6120.1 6-136
4050.6  4-250
2070.1.10

51405 5141
1030.2.1 12
6150.11 6-177
6150.8 6-176
5050.2.6 5-54
4050.2 4-62
5130.1.2 5-130
5130.1.2 5-130
5210.1 5214
5210.1.2 5-215
52202 5-221
4050.2 4-59
6140.8 6-166
4050.2 4-60

Topic

End-of accounting period

End-of-month procedures

Entriesunder Payroll Deduction Plans
1 and 3, and Entriesunder the Share
Credit Portion of Payroll Deduction
Plan 2

Entering member loan on therecords

Entitlement, Dividend

Entrance Fees

Entry in the Journal and Cash Record

Equipment rental expense

Equity Accounts (900 Series)

Equity Method

Errorsin ledgers, locating and adjusting

Escheat

Escheatment abandoned money orders
and checks

Escrow Accounts

Essentials Needed for Offering the Sale of
and Cashing of Money Order and
Checks

Establishing a Systematic Procedure

Establishing Dividend Policy

Establishing Share Draft Program

Estimated interest refund costs

Exchange of records between credit
union officeand field collector

Expense Accounts (200-300 Series)

Expense control (Operating)

Expense control, single operating op-
tional procedure

Expense Ledger (form FCU 104)

2-17 Expenses, accrued (Acct. No. 860)

Experience Method

Experimental Share Draft Program

Extended loans

F

Federal Agency Securities (Acct. No. 742)
Federal Credit Unino ownership of fixed
assets
Federal Funds Payable (Acct. No. 813)
Federal Operating Fee (Acct. No. 320)
Federal Recurring Payments
Federal Unemployment Compensation
Tax Payable (Acct. No. 847)
Fees:
Cost of cashing checks
Cost of sdlling checks
Entrance
NCUA Operating Fee (Acct. No. 320)
Feesand Charges (Acct. No. 130,131)
Field collectors

Section No.

5070
5060

5090.6.1
5040.4
5160.1.4
4050.6
5100.2.1.5
2070.1.6
4040.6
4040.6
6110.2.1
5060.4
5200.2.4

5200.2.4
6030.7.1.2

5200.1.1
5060.8
5160.1.2
6150.2
5070.2

5100.2.1.3
4050.2
4050.2

4020.7
5020.1
4050.5
5120.1
6150.2.1
5040.5.5

4050.4

6070.1
4050.5
4050.2
5090.2

4050.5

5200.3
5200.2
4050.1
4050.2
4050.1
5100.2

Page

5-70
5-59

5-99
5-23
5-169
4-224
5-115
2-16
4-224
4-250
6-127
5-61
5-210

5-210
6-28

5-209
5-67
5-159
6-172
5-73

5-114
4-55
4-55

4-11
57
4-206
5-122
6-173
5-30

4-44

6-92
4-189
4-66
5-94

4-117

5-211
5-210
4-31
4-40
4-31
5-113



Topic

Financial Reports:

Statement of Financial Condition
(109A)

Statement of Income (109B)
Statement of Reservesand undivided
earnings
Statement of Cash flows
Supporting Schedulesfor Financial
Statements

Financia reports, frequency of report
description

Financial reports, preparation of trial
balance

Financia Statements

Financial Statementsfor theBranch

Financial statementsfor the Main Office
andtheBranch

First Alternativeto Computing I nterest
Refund

Fiscal year

Fivepercent limitation-Eligible Obliga-
tions Purchased

Fixed assets (Acct. No. 770)

Flood Insurance

“Fluctuating” changefunds

Format of Financial Reports

Forms, accounting machine

Forms, FCU 105A

Forms, pegboard or posting board

Forms, standard

Forms, substitute for standard forms
Application for Membership
Bank Reconcilement
Cash Received Voucher
Dividend Record
Genera Ledger
Individual Shareand Loan L edger
Journal and Cash Record
Member’ s Passbook
Statementsof Account

Forms, suppliers

Frequency of report requirements

Full andfair disclosure

Furniture and Equipment (Acct. No.
774)
Depreciation of (Acct. No. 266)
Allowancefor (Acct. No. 775)
Disposal of

Furniture, Fixtures and Equi pment

G

Gain (loss) on Disposition of Assets
(Acct. No. 430)

Gain (loss) on Investments (Acct. No.
420)

Gain (Loss) on Saleof Eligible Obligations
(Acct. No. 141)

Section No.

3050

3050.1
3050.2

3050.5
3050.6

3050.3

3020

5060.3
2080
6120.5

6120.6

5070.3.1
2020.12

6030.5
4050.4
6070
6020.5
5050.2.7
3040
5090.5.2
5090.5.4
5130.1.1
5020.1
5130.1.3.2
5030.1.1
5060.5
5010.1
5160.1
4010.2
5040.4.2
4010.5
5030.1.3
5090.7
5020.1
3020
2080.8

4050.4
4050.2
4050.4
4050.4
6070.5

4050.3

4050.1

Page
3-2

3-2
3-3

3-16
3-16

34

5-61
2-19
6-140

6-140

5-76

6-21
4-92
6-92
6-16
5-57
3-2
5-98
5-99
5-129
5-7
5-130
5-14
5-62
51
5-158
4-1
5-24
4-4
5-15
5-103
5-7
31
2-23

4-94
4-37
4-95
4-95
6-95

4-44

4-31

Topic

Gain (Loss) on sale of Loansand Other
Eligible Obligations (Acct. No. 140)
Gain or losson the sale of participa-
tions
Genera Accounting and Operating
Procedures
General cash receiptsand disbursements
Genera guidelinesfor Red Estate
lending
General requirementsfor substituteforms
General rulesfor recording income and
expenses
Genera Expense (see Miscellaneous
Operating Expenses)
General Ledger (form FCU 102)
Locating differences
Opening the General L edger accounts
Posting to:
From source documents
Six main groupings
Substituteform
Trial balance of
Gifts (see donations)
Giftsor Premiumson SavingsAc-
counts
Going Concern concept
Government owned facilities
Grace period interest
Group Purchasing and Insurance
Activities
Groupsof General L edger Accounts
Guidelinesfor dataprocessing systems
and forms

H
Hybrid variations of Share Certificates
|

Identification-Delinquency Control

I1f Member Desires Joint Account

Illustration of aFederal Credit Union
Computation of Maximum Reimbursa-
ble Costsfor Services

Illustration of the Use of Notesto the
Financiad Statements

Illustrative entries-credit cards

Ilustrative entries-end of accounting

period
llustrative Entries-I nstallment Pay-
ments

Illustrative entries Journa and Cash
Record

lllustrative Entries-Sale and Redemp-
tion of U.S. SavingsBonds

Section No.

4050.1
6030.11

5000
5010

6020.1
5130.1.3.1

2070.1.1

4050.1
4010.2
5060.4
4010.2
5060.2.2
4010.3
4020.1
5140.1.3.2
5060.3
2070.1.10

5150.14
2020.2
6128.1

5040.5.1.3

5200.6
4020

5130.1.2

5150.6.1.1

5220.2.5
5030.1.5
5200.6.1

3050.7.1
6050.3.1

5070.5.4
6125.5.1

5195.2.7
4010.6
52104.2.4
6120.7

5195.1.3

I-11

Page

4-31
6-38

51
51

6-5
5-130

2-15

4-42
4-1
5-61
4-1
5-60
4-1
4-8
5-130
5-61
2-17

5-158

6-154
5-26

5-211
4-8

5-130

5-147

5-223
5-17
5-213
3-17
5-80
6-152
5-205
4-3
5-219
6-141

5-202



Topic

llustrative Entry-Savings Bond and
Savings Note Redemption Transaction
llustrative journal entries-pensions
llustrative Operational entries
Imputed Interest Cost (Acct. No. 341)
Inactive (dormant) accounts
Income accounts (see Accounts)
Income, accrued on | nvestments
Income and expense, completerecording
Income from Loans (Acct. No. 110)
Incomefrom Loansof Liquidating Credit
Unions (Acct. No. 113)
Income from Investments (Acct. No. 120)
Income from Investmentsin Credit Union
Service Corporations
Income on Investments
Individual Retirement Accounts (IRA)
Individual Shareand Loan Ledger (Dupli-
caes)
Individual Shareand Loan Ledger (form
FCU 103)
Daily balancing of postings
Locating and adjusting differences
Posting paymentsreceived by field
collectors
Subcontrols
Substituteform
Information returnsto Director of Inter-
na Revenue
InstalIment Payments Received over the
Counter
Installment Payments-U.S. Savings
Bonds
Insurance:
Borrower’s (Acct. No. 313)
Chattel Lien Nonfiling (Acct. No. 283)
Life Savings(Acct. No. 312)
Other (Acct. No. 265)
Premiums Receivable (Acct. No. 724)
Proceeds on lives of memberswith
joint accounts
Insurance Premium Stabilization Re-
serve (Acct. No. 792)
Interest and Income Earned:
Accrued Income (Acct. No. 780)
Accrued Income on Investments
(Acct. No. 782)
Accrued Interest on Loans (Acct. No.
781)

Compuitation of Grace period for

Interest on Loans

Income From Investments (Acct. No.

120)

Interest on Linesof Credit (Acct. No.
112)

Interest on Loans (Acct. No. 111)

Interest Refunds (Acct. No. 119)

Leve payment

On Borrowed Money (Acct. No. 340)

1-12

Section No.

5195.3.1.1
6140.2.2
6125.5
4050.2
5140.5
4050.1
4030.2.4.2
2020.9
4050.1

4050.1
4050.1

6110
2070.2.2
5150.13
6125.4.1.2
5010.1
5040.1
5030.1.7
5060.2
5080.2
5130.1.3.2
5030.1.5.1
5195.2.2
5195.2
4050.2
4050.2
4050.2
4050.2
4050.4
5030.1.5
4050.4
4050.4
4050.4

4050.4
5040.5.1

5040.5.1.3

4050.1

4050.1
4050.1
4050.1
5040.5.2.1.1
4050.2

Page

5-206
6-162
6-151
4-68
5-141
4-33
4-14
2-3
4-33

4-39
4-44

6-125
2-18
5-157
6-149
51
5-20
5-10
5-60
5-83
5-131
5-18
5-203
5-202
4-66
4-63
4-65
4-61
4-106
5-17
4-171
4-163
4-165

4-163
5-24

5-26
4-44

4-37
4-33
4-43
5-26
4-68

Topic

On Insurance Premiums Receivable
(Acct. No. 724)
On Loan Participations Purchased
(Acct. No. 116)
On Loans and Other Obligations Pur-
chased (100%) (Acct. No. 115)
On loans of liquidating credit unions
On Real EstateLoans (Acct. No. 114)
Interest ratesin relation to different
classificationsof loans
Interest refunds (Acct. No. 119)

Alternateinterest refund procedures
Interest Refunds Payable (Acct. No.
830)
Interim Financial Reporting
Internal Control

Internal Control, Credit Card

Internal Control With Limited Staff
Internal Share Draft Accounts
Investment Considerations
Investment, discount on

Investment in Branch (Acct. No. 753)

Investment in Centra Liquidity Facility
(Acct. No. 751)
Investmentin CLF-Liquidity Clearing
(Acct. No. 751.2)
Investment in CL F-Membership Stock
(Acct. No. 751.1)
Investment in Credit Union Service Cor-
poration (Acct. No. 748)
Investment in Credit Union Organiza-
tions
Investment Income (Acct. No. 120)
Investment, premiumon
Investment type repurchase transactions
Investments:
Account (Acct. No. 740-759)
Federal Agency Securities(Acct. No.
742)
Common Trust and Mutual Invest-
ments (Acct. No. 743)
L oans purchased from liquidating
credit unions
Issuance of a passbook

J

Joint account, if member desiresa
Joint Share, Termination of
(form FCU 123)
Journal and Cash Record (form FCU 101)
Accounting machine byproduct as
basisfor entry
Accounting machine byproduct as
substitute for the Journal and Cash
Record

Section No.

4050.4

4050.1

4050.1
4050.1
4050.1

5040.5.2.4
4050.1
5070.2
5070.3

4050.5
5070
2020.8
5140
6050.5
5140.3
6150.13
6061
2040.2.3
4050.4
6120.4.2

4050.4
4050.4
4050.4
4050.4
6110
4050.1
2040.2.3
6060.3.4
4050.4
4050.4
4050.4

4050.4
5030.1.3

5030.1.5

5030.1.5.1
4010.5

5130.1.2

5130.1.2

Page

4-106
4-42

4-42
4-33
4-41

5-27
4-43
5-73
5-76

4-194
5-70
2-3
5-136
6-60
5-140
6-177
6-88
2-9
4-144
6-140

4-142
4-142
4-142
4-141
6-125
4-44
2-9
6-68
4-123
4-131
4-133

4-133
5-15

5-17

5-18
4-2

5-130

5-130



Topic
Continuation Sheet (form FCU 101A)

Receipt of funds by field collectors
Fundsreceived by field collectors
Opening of
Postings from
Substituteforms

Summary entriesof

Journal Voucher Formsto be Used
with Disbursements (form FCU
106A)

Land (Acct. No. 771)
L ate Charges, A ssessment of
L eague Dues (see Associ ation Dues)
Leased Assets (Acct. No. 778)
L easehold Improvements (Acct. No. 776)
L ease Payments Receivable (Acct. No.
723)
Ledgersdifferences, locating and adjusting
Ledgers.
Expense (form FCU 104)
General Ledger (form FCU 102)
Individual Shareand Loan (form FCU
103)
Lega Fees(Acct. No. 291)
Lending policies
Liabilitiesgeneral basisfor recording
Liabilitiesin Connection With Loan
Drafts
Liabilitiessecured by liens
Liability Accounts (800 Series)

Liability Under Pension Plan (Acct. No.
861)

Life SavingsInsurance (Acct. No. 312)

Linesof Credit-Cash Advancesin Process
(Acct. No. 702.2)

Linesof Credit To Members(Acct. No.
702)

Linesof Credit To Members-Credit Cards
(Acct. No. 702.1)

Liquidating credit unions, purchased
loans of

Liquidity:

List of Cash Collected (form FCU 250)

List of now members and those who have
withdrawn

Listed check register

Loan Drafts

Loan losses

L oan papers

L oan Participations Purchased (Acct. No.
715)

L oan participation sold

Loan Servicing Expenses (Acct. No. 280)

Loan Type Repurchase Transaction

Section No.

4010.5
5020.1

5100.2.1.1
4010.4
4010.3
5130.1.3

5050.2.1

5010.2.3

4050.4
5040.5.7
4050.2
4050.4
4050.4

4050.4
5060.4

5020.1
4010.2

5020.1
4050.2
5220.2.1
2050.1.1

5050.2.6.2
2050.1.9
4040.5
4050.5
5195.2.4

4050.5
4050.2

4050.4

4050.4

4050.4

4050.4
6061.2.1
5100.2.1.5

5060.12
5050.2.1.2
5050.2.6
4050.4
5040.4.1

4050.4
6030.9
4050.2
6060.3.6

Page

4-2
5-7

5-114
4-1
4-2

5-130

5-46

5-4

4-153
5-30
4-60

4-162

4-160

4-106
5-61

5-9
4-1

5-7
4-64
5-221
2-9

5-55
2-11
4-30
4-174
5-203

4-207
4-65

4-83
4-82
4-83

4-93
6-90
5-115

5-70
5-46
5-54
4-99
5-24

4-97
6-33
4-63
6-70

Topic

Loans:
Allowancefor losses
AssetsAcquiredin Liquidation of
(Acct. No. 712)
Branch Office
Collateral in Processof Liquidation
(Acct. No. 707)

Coupon book plansfor repayments

Disbursed by drafts

Disbursing sharewithdrawals & loans
incash

Interest on

Level payment of

Loans Transfer Summary
(form FCU 105C)

Operation of Account (Acct. No. 701)

Other Obligations Purchased (Acct.
No. 714)

Placed with outside sourcesfor col-
lection

Procedurefor making

Refinanced, renewed or extended

Regular Reserve (Acct. No. 931)
Schedule of Delinquent Loans (form
FCU 118)

To Other Credit Unions (Acct. No. 747)

LoansCollatera in Processof Liquidation
(Acct. No. 707)

L oans Participations Sold (Acct. No. 716)

L oans Participations Sold (Contra- A sset)
(Acct. No. 716.1)

Loans purchased

Loan Servicing Expense (Acct. No. 280)

Loansfrom Liquidating Credit Unions
(Acct. No. 712)

Loans sold (servicing retained)

Loanssold at adiscount

Loanssold at apremium

L oans Subject to Repurchase Agreement
(Acct. No. 718)

Loansto Credit Union Service (Acct. No.
748)

Loansto Members (Acct. No. 700)

Loansto Other Credit Unions (Acct. No.
747)

L oan-type repurchasetransactions

Locating and adjusting differencesin
General Ledger (form FCU 102)

Locating and adjusting differencesin
Individual Shareand Loan L edger

(form FCU 103)

Looseleaf system periodicrevisions

Losses:
On sale of bonds
Other Losses (Acct. No. 440)

Section No.

5120.1

4050.4
6120.1

4050.4
5110.1.1
5050.1.4
5050.2.6

5050.2.2
4030.2.4.1
4050.1
5040.5.1
4050.2
5040.5.2.1

5090.5.4.
4050.4

4050.4

5100.1
5040.4
5040.5.4
5040.5.5
4050.6

5220.2.7
4050.4

4050.4
4050.4

4050.4
6030.71
4050.2

4050.4
6030.7.2
6030.7.2.2
6030.72.1
4050.4

4050.4
4050.4

4050.4
6060.3.6

5060.4

5060.7

1010.2

4050.4
4050.2

Page

5-122

4-93
6-136

4-90
5-117
5-42
5-54

5-48
4-13
4-33
5-24
4-60
5-26

5-76
4-79

4-97

5-109
5-23
5-29
5-30

4-241

5-229
4-140

4-90
4-98

4-98
6-25
4-63

4-93
6-28
6-30
6-30
4-99

4-141
4-76

4-140
6-70

5-61
5-66
11

4-112
4-47

[-13



Topic

Mail Receipts

Main Office (Acct. No. 865)

Main Office Procedures

Maintaining the Delinquency Control on
thelndividual Shareand Loan L edger

Maintaining the Note Record on the

Individual Shareand Loan L edger
Maintenance of Building (Acct. No. 252)
Maintenance of Furniture and Equipment

(Acct. No. 263)

Making Initial Payments
Management Consulting Fees (Acct. No.

294)

Management Official Interlocks
Materiality, inaccounting
Members:

Account numbers

Admission of

Application for Membership (form

FCU 150)

Passbook (form FCU 107)
MembersDesiring Joint Account
Members' Insurance (Acct. No. 310)
Member’ s Passbook (form FCU 107)

Retention by members of passbook

Substitute form for member passbook

Total payment passbook

When members passbooks arelost
Membership:

Accounting for TransactionsWith

Member

Application

Assigning Account Numbers|f

Member Desires Joint Account

Issuance of a Passbook
Making Initial Payments
Members Joint Agreement (form FCU
123)
Membership Officer
Procedure When aNew Member is
Admitted or Termination of Joint
Account
Membership card (see Application for
Membership)
Membershipin Central Liquidity Facility
Membership Officer
Method A
Method B
Method C
Method of Distribution and Use of
Dividend Record
Method of Recording for Long Term
Investments
Method of Recordkeeping for Recoverable
Collection Cost
Methods of Calculating Interest
Microfiched Records
Microfilming of records
Minimum Procedure Prescribed for All
Credit Unions
Minimum Recordsto be Maintained at
Overseas Office

1-14

Section No.

5050.1.3
4050.5
6125.4

5040.4.2

5040.4.1
4050.2

4050.2
5030.1.2

4050.2
5140.4
2020.6

5030.1.4
5030.1

5030.1.1
5030.1.3
5030.1.5
4050.2
5030.1.3
5030.1.3
5130.1.3.2
5050.1.2
5040.3

5030.1.7
5030.1.1

5030.1.4
5030.1.5
5030.1.3
5030.1.2

5030.1.5
5030.1.6

5030.1.5.1

5030.1.1
6090
5030.1.6
5220.2.6.1
5220.2.6.2
5220.2.6.3

5160.1
6060.1
5100.1.2.1
5040.5.2
5190.3.3
5190.3.1
4030.1.1

6125.3.1.1

Page

5-40
4-208
6-148

5-24

5-24
4-60

4-61
5-15

4-38
5-141
2-2

5-16
5-13

5-14
5-15
5-17
4-65
5-15
5-15
5-130
5-40
5-23

5-20
5-14

5-16
5-17
5-15
5-15

5-17
5-19

5-18

5-14
6-121
5-19
5-223
5-225
5-226

5-158
6-60
5-110
5-26
5-199
5-198
4-11

6-146

Topic

Minors shareaccounts

Miscellaneous Information

Miscellaneous Operating Expenses (Acct.
No. 370)

Miscellaneous Operating Income (Acct.
No. 150, 151)

Miscellaneous Procedures and Systems

Miscellaneous share accounts

Maobile Home Loans (Acct. No. 705)

Madification of Plan No. 2 (Accumulate
Payroll Deduction Plan)
Modified cash basisof Accounting

Monetary basis of accounting
Monetary Control Reserve Deposits
(Acct. No. 793)

Monetary Control Reserve Pass Through
Deposits (Acct. No. 864)

Money orders

Mortgage Notes Payable (Acct. No. 81 1)

N

Nature of Collateral in Processof Liquid-

tion5110.1

Nature of Collection Cost and Expenses

Nature of Loan Drafts

NCUA Operating Fee (Acct. No. 320)

Need for Delinquency Control

Needed Opinionsof Legal Counsel

Net Income (Loss) (Acct. No. 960)

No Mail Accounts

Non Operating Income and Expense
Accounts (400 Series)

Non Operating Income (Expense) (Acct.
No. 400)

Note Record on Individual Shareand
Loan Ledger

Notesand Contracts Receivable (Acct.
No. 711)

Notesand Interest Payable (Acct.
No. 810)

Notes Payable (Acct. No. 810, 811, 812)
Notesto the Financia Statements

Notice Share Certificates

Numbering of General Ledger Accounts

0
Obligation Under Capital Lease (Acct. No.
863)
Obsolete Records

Off-Site Office Facilities
Office Facilities Construct by Federal
Credit Unions

Office Occupancy Expense (Acct. No.
250)

Office Operation Expense (Acct. No. 260)

Officers and Directors Travel and Con-
ference Expense (Acct. No. 232)

Opening General Ledger Accounts

Section No.

5150.11
3050.2.3

4050.2

4050.1
5130.1
4050.6
4050.4

5090.4.2.1
1040.1
2050.1
4030.1
2020.3

4050.4

4050.5
5200.2.2
4050.5

5-117
5100.1.1
5050.2.6.1
4050.2
5220.1
6150.15
2060.1
5090.8.1

4040.3
4050.3
5040.4.1
4050.4
5110.1.4
4050.5
4050.5
3050.7

5150.9
4020.6

4050.5
5190.3
6128.3

6128.2

4050.2
4050.2

4050.2
4010.2

Page

5-156
34

4-70

4-52
5-129
4-224

4-89

5-96
1-4
2-9

4-11
2-2

4-172

4-207
5-210
4-186

5-109
5-54
4-66

5-220

6-178
2-12

5-105

4-26
4-71
5-24
4-91
5-120
4-185
4-185
3-17

5-155
4-10

4-207
5-196
6-155

6-154

4-60
4-61

4-60
4-1



Topic

Opening the books:
Expense L edger
Genera Ledger
Shareand Loan Ledger
Opening the Journal and Cash Record
Operating Expense Accounts (200-300
Series)
Operating Expenses (control) (Acct.
No. 200)
Operating Income Accounts (100
Series)
Operating Leases
Operationa Guidelinesfor Preauthorized
Payment Transfer Plans
Operating Procedure:
During the month:
Daily balancing of postings
General cash receipt and disburse-
ments
Members, admission of
Shares:
Accumulated Payroll deduction
plan
Paymentsreceived
Withdrawa
Loans:
Interest on Loans
Made, renewed or refinanced
Payment received on loans
End of Month:
Ruling and checking the Journal and
Cash Record
Posting at the end of theaccounting
period
Tria Balance:
Genera Ledger Trial Baance
Individual Shareand Loan Ledgers
Tria Balance
Bank Reconcilement
Schedule of Delinquent loans
Financial Reports preparation of
List of new membersand those who
have withdrawn
End of Accounting period
Adjusting entries at the end of the
accounting period
Closing entries
Closing entries at the end of the month
Interest refunds
Interest refundsat the end of the
month
Dividends, authorization of and com-
putations at the end of the month
Opinionsof Legal Counsdl
Other Accounts Receivable (Acct. No.
729)
Other Asset (Acct. No. 790, 799)
Other Accrued Income (Acct. No. 789)
Other Deferred Credits (Acct. No. 889)
Other Gainsand L osses

Section No.

5020
4010.2
5040.4
4010.5
4050.2
4050.2

4050.1
6080.3

5210.5

5060.10

5010.1
5030.1

5090.4.2.1
5040.1
5040.2

5040.5.1
5040.5.4

5060.1

5060.2

5060.3

5060.6
5060.5
5060.11
5060.13

5060.12

5070.1

5070.5
5060.2.2
5070.2

5070.2

5160.1
6150.15

4050.4
4050.4
4050.4
4050.5
2070.1.8

Page

5-7
4-1
5-23
4-2
4-55
4-55

4-33
6-105

5-220

5-69

51
5-13

5-96
5-20
5-21

5-24
5-29

5-51
5-60
5-61

5-64
5-62
5-70
5-70

5-70
5-72

577
5-60
5-73

5-73

5-158
6-178

4-110
4-171
4-170
4-219

2-16

Topic

Other Employment Benefits (Acct. No.
224)

Other income, operating (Acct. No. 150,
151)

Other income, nonoperating (Acct. No.
440)

Other Insurance (Acct. No. 265)

Other Liahilities (Acct. No. 860)

Other Loan Information

Other Loans (Acct. No. 710)

Other Non-Operating Income Expense
(Acct. No. 440)

Other Methods of Accounting for Re-1
ceiptsand Disbursements

Other Prepaid Expenses and Deferred
Charges (Acct. No. 769)

Other Prepaid Insurance (Acct. No. 766)

Other Receivables (Acct. No. 720)

Other Share, Share Draft and Share Cer-
tificate Accounts

Other Shares, Depositsand Certificates
(Acct. No. 746)

Other Subsidiary Recordsfor Other Gen-
eral Ledger Accounts

Other Taxes Payable (Acct. No. 849)

Over Accrued Expenses

Overage (cash over and short)

Over or Under Accrued Expenses
Overseas Branch Operations
Overseas Branches

Overseas Procedures

Pair-off Transaction
Participation L oan Purchased
Passbook, Members (form FCU 107)
Pass-Through Correspondents
Payment by Check
Payment by Share Credit
Payment in Cash-Dividends
Payment of Dividends by Share
Credit
Paymentsby mail
Payments Received
Paymentsreceived onloans
Paymentsreceived on shares
Payroll Deduction Plans
Payroll Deduction Records
Payroll deductions:
Accumulated planfor
Master record
PlanNo. 1
Plan No. 2
Plan No. 2 (Modified)
PlanNo. 3
Undistributed Payroll Deductionsor
Allotments (Acct. No. 803)
Payroll Deductionsand Allotments
Payroll Deductionsand Records

Section No. Page
4050.2 4-59
4050.2 4-52
4050.3 4-74
4050.2 4-6
40505 4-206

3050.2.2 34
4050.4 4-91
4050.3 4-74

5050 5-36
40504  4-152
40504  4-149
40504  4-104

5150.3.1 5-146
40504  4-137
5080.5 5-84
4050.5 4-20

4030.2.11.1 4-22

2070.1.9 2-16
4050.2  4-551

4030.2.11 4-22
612532 6-147
6125 6-144
61253 6-145

6060.4.3 6-7
6030.8 6-32

5030.1.3 5-15
5240.1  5-237

519531 5206

519532 5206

519533 5207

519532 5206

5050.1.3 5-40

519521 5203
5040.5 5-24
5040.1 5-20
5090.4 5-94
5090.5 5-97

5090.4.2.1 5-96

5090.5.3 5-98

5090.4.1 5-95

5090.4.2 5-95

5090.4.2.1 5-96

5090.4.3 5-97
40505 4-179
5090.1 5-93
5090.5 5-97

[-15



Topic

Payroll Deductions Receivable (Acct. No.
721)

Payroll Numbers

Payroll Plansand Procedures

Pegboard A ccounting System

Penalty Provision

Pensions

Pension Plan Costs (Acct. No. 221)

Permanent Impairment and Services of
CUSO Being Used

Permanent Impairment and Services of
CUSO No Longer Used

Periodic Review Policy

Periodic Statements- Regulation E

Permissiblelnvestment Activitiesand
Transactions Subject to Specified
Conditions

Petty Cash (Acct. No. 738)

Placesto Which Posting From Journal
and Cash RecordsareMade

Pledge of Shares

Pledging L oans as Security

Posting to the Journal & Cash Record

Posting at the end of month

Posting Board Systems and Forms

Posting from Journal and Cash Record

Posting Paymentsreceived by field collectors

totheIndividua Shareand
Loan Ledgers
Posting to Subcontrol Records
Posting to the General Ledger Accounts
Posting to the Individual Shareand Loan
Ledger

Premature Withdrawal From aShare
Certificate Account

Premises

Premiumon Accounts

Premium on Federal Agency Securities
(Acct. No. 742.2)

Premium on Investments

Premium on Loans Purchased (Acct. No.
714.1)

Premium on L oans Participations Pur-
chased (Acct. No. 715.1)

Premium on U.S. Government Obliga-
tions (Acct. No. 741.2)

Prepaid Expensesand Deferred Charges
(Acct. No. 760)

Prepaid Share Insurance (Acct. No. 765)

Preparation of Recordsfor Entry in
Journal and Cash Record

Preparing List of New Membersand
Those Who Have Withdrawn

Preparing the Bank Reconcilement

Preparing the Schedul e of Delinquent Loans

Presentation of Pension Plansin Financial
Statements

Presenting Passbooksfor Transactions

I-16

Section No.

4050.4
5030.1.4
5090
5130.1.1
5150.6.4
6140
2070.1.11
4050.2

6110.2.2.2

6110.2.2.1
6061.6
5090.9

6060.5
4050.4

5060.2.1
5040.2.1
6030.6
5060.2
5060.2
5130.1.1
5060.2.1

5100.2.1.6
5080.3
5060.2.2

5060.10
5100.2.1.6

5150.6.3
6070.3
5150.14
4050.4
2040.2.3
4050.4
4050.4
4050.4
4050.4

4050.4
4050.4

5100.2.1.4

5060.12
5060.5
5060.11

6140.10
4050.4
5040.3

Page

4-104
5-16
5-93

5-129

5-151

6-156
2-18
4-59

6-131

6-131
6-92
5-105

6-74
4-119

5-60
5-21
6-25
5-60
5-60
5-129
5-60

5-116
5-83
5-60

5-69
5-116

5151
6-94
5-158
4131
29
4-123
4-97
4-97
4-123

4-145
4-148

5-114

5-70
5-62
5-70

6-168
4-83
5-23

Topic

Principal Payment PlusInterest
PrinciplesAffecting:
Recording of Assets
Recording of Income and Expenses
Recording of Liabilities
Principles Affecting Equity
Priority in Application of Payments
Procedure for Making Loans
Procedure When aNew Member isAd-
mitted
Procedure When Cash is Disbursed
Procedure When Cash is Received
Procedures for Cash Disbursements
Procedures for Cash Receipts

Proceduresfor Proving the Daily Postings
Proceduresfor the Collection of Payments

for Utility Bills

Proceduresto be Used for Closing Entries

Processing Basic Shareand Loan Trans-
actions
Professional and Outside Services (Acct.
No. 290)
Prohibited Transaction
Promissory Notes
Provision for Losses (Acct. No. 300)
Provisionfor Vested Benefits
Public Unit Accounts
Publicity and Promotions (Acct. No. 272)
Purchase of Eligible Obligations
Purchase, Saleand Pledge of Eligible
Obligations
Purchase Accrued I nterest Receivable
(Acct. No. 755)
Purchased Soft Ware Costs (Amortization
of)
Purpose and Scope of the Accounting
Principlesand Standardsfor Federal
Credit Unions
Purposefor Federal Credit Unionsand
Useof the Accounting Manual for
Federal Credit UnionsasaPrescribed
System
Purpose of -.
Centra Liquidity Facility
Closing Entries
Financia Reports
Financial Statements
Genera Ledger
Journal and Cash Record
Records
Six Main Groupings

Quarterly Statements

Real EstateLoans
Real Estate L oans-Over 12 Years(Acct.
No. 703)

Section No.

5040.5.2.1.2

2040
2070
2050
2060
5100.1.3
5040.4

5030.1
5010.2
5010.1
5050.2
5050.1
5060.10.1

5210.4.2
5070.5.2

5040

4050.2
6060.4
4050.5
4050.2
6140.2.3
6170
4050.2
6030.1.1

6030

4050.4

5120.3

2010

1010.1

6090.1
5070.5

3010
2080.1
4010.1
4010.5
1030.1
4020.1

5090.9

6020

Page
5-26

2-5
2-15
2-9
2-12
5-110
5-23

5-13
5-2
51

5-46

5-36

5-69

5-218
5-77

5-20
4-63
6-72
4-55
6-162
6-180
4-62
6-18
6-17
4-145

5-128

2-1

11

6-121
5-77
31
2-19
4-1
4-2

4-5

5-105

6-5



Topic

Real EstateLoans-12 Yearsor Less
(Acct. No. 704)
Real Estate Taxes (Acct. No. 256)
Receipt:
Total Payment Vouchers
Receipt For Loans Disbursed in Cash
Receipt For Shares Disbursed in Cash
Receipt of Funds by Collector
Receipts-Overseas Branch
Receiptsfor Utility Bill Payments
Receipts& DisbursementsUsingATM’s
and Now Accounts
Reciprocal Accounts
Reciproca Accountsin Branch General Ledger
Reciprocal Accountsin Main Office
Genera Ledger
Recomputation for Rebate
Reconcilement of Bank Account
Reconciliation Balancing Procedures
Reconciling Subsidiary Records
Reconciling the Cash on Hand
Record of Dividends (form FCU 112B)
Record of Final Entry
Record of Loans Made by Overseas Office
Record of Origina Entry
Record of Payroll Deductions (Forms
FCU 105A, FCU 105B, FCU 105C,
FCU 105D)
Recording Fees-Chattel Lien Insurance
Acct. No. 283)
Recording Payment Dataon Savings
Bond and Notes Paid
Recording Pension Assetsand Liabilities
Recordkeeping for Collection by Outside Sources
Records:
Destruction of Obsolete Records
for the Inventory of U.S. Savings
Bonds
in Connection With Loan Draft Pro-
cedures
in Connection With Loans Placed with
Outside Sourcesfor Collection
Main Office
Microfilming of Records
Obsol ete Records, Destruction of
of Distribution of Payroll Deductions
and Records of Shareto Loan
Transfer Under Payroll Deduction
Plan No. 2
of Installment Payments
of Original Entry and Records of Final
Entry
Storing Records
to BeMaintained At an Overseas
Branch Office
ToBeMaintained At A Main Office
Utility Bill Payments
Records, accounting (see Accounting
records)
Recordsand Information To Be
Transmitted By the Overseas Office
ToTheMain Office

Section No.

4050.4
4050.2

5050.1.2
5050.2.2
5040.1
5100.2.1.1
6125.3.2.1
5210.4.2.1

5050.1.6
6120.7.2
6120.4.1

6120.7.2
6020.4
5060.5
5060-5.3
5080.6
5050.1.1.1

5160.1
1030.2.3.2
6125.3.2.6
1030.2.3.1

5090.5.3
4050.2
5195.3.4
6140.4
5100
5190.3
5195.1.1
5050.2.6.3
5100.1.4
6125.4

5190.3.1
5190.3

5090.5.4
5195.2.5

1030.2.3
5190.2

6125.3.1.1
61254.1.1
5210.4.2.2
1030.2
5010

6125.3.1.2

Page

4-89
4-61

5-40
5-48
5-20
5-114
6-147
5-218

5-43
6-143
6-140

6-143
6-12
5-62
5-64
5-93
5-39

5-158

6-148
1-3
5-98
4-63
5-207
6-163
5-109
5-196
5-201
5-56
5-110
6-148

5-198
5-196

5-99
5-204

1-3
5-195

6-146
6-49
5-219
1-2
51

6-146

R
Topic Section No.
Recordsat aBranch 6120.2.5
Recordsfor Overseas Branch Operations 6125.3.1
Records Preservation for Branch Offices 6120.2.11
Records Preservation and Retention 5190
Records Preservation Program 5190.1
Records Retention 5190.2
Refinanced, Renewed or Extended
Loans 5040.5.4
5040-5.5
Refund of Interest (see Interest
Refunds) (Acct. No. 119) 4050.1
Refunds-Real Estate Service Charges
(Acct. No. 285) 4050.2
Regular Reserve 2060.6
Regular Share Account 5150.2
Regulation C. - Home Mortgage Dis-
closureAct 6020.6
Regulation D 5240
Regulation D Accounting Entries 5240.4
Regulation D Nonpersonal Time Deposit
Reserves 5240.3
Regulation D Transaction Reserves 5240.2
Regulation E Periodic Statements 5090.9
Regulation G 5040.5.8
Regulation E 5090.9.1
Reimbursement Fees: 5200
Cost of Cashing Checks 5200.3
Cost of Handling Insurance 5200.4
Cost of Handling Trust Accounts 5200.5
Cost of Sdlling Checks 5200.2
for Services 5200
to Sponsor for Services (Acct. No.
212) 4050.2
Relationship of Grouping to Financia
Statements 4020.2
Renewed loans 5040.5.4
Rent (Acct. No. 251) 4050.2
Rental of Furniture and Equipment
(Acct. No. 262) 4050.2
Repayment Plansfor Loans 5040.5.3
Reporting Dividendsto Internal Revenue
Service 5160.1.10
Reporting Requirementsfor Invest.
ment Decisions 6061.4
Reports, financial 3010
Reports Required By Nationa Credit
Union Administration 3030
Repossession and Sale of Collateral on
Loans 5110
Required Certification of Financial
Statements 2080.11
Required Financia Statements 2080.2
Required CLF Stock Subscription 6090.3
Requirementsfor aValid Sale-and-L ease.-
back Transaction 6080.11
Reserves:
Regular Reserve (Acct. No. 931) 4050.6
Reservefor Loss Contingencies (Acct.
No. 934) 4050.6
Special Reservefor Losses (Acct. No.
932) 4050.6

Page

6-137
6-145
6-139
5-194
5-194
5-195

5-29
5-26

443

4-63
2-14
5-145

6-16
5-237
5-240

5-239
5-237
5-105

5-30
5-105
5-208
5-211
5-211
5-211
5-209
5-208

4-59
4-10
5-29
4-60

4-61
5-29

5-175

6-91
31

31
5-117
2-24
2-20
6-121
6-114
4-241
4-244

4-244

I-17



Topic

Reserves (Acct. No. 930)
Reservefor Loss Contingencies

Reserve Requirements

Responsibility for Funds on Hand to Meet
Loan Draft Obligations

Retention by member of passbook

Reverse Repurchase Transactions

Risk Assets

Ruleof 78
Ruling and checking Journal and Cash
Record
S
Safekeeping

Safety AsAn Investment Consideration

Salaries (Acct. No. 211)

Saleand Leaseback

Saleand Redemption of U.S. Savings
Bonds

Saleof land

Sample Accounting Entries-Guidelines
for Red Estate Lending

Sample Cal culation Accounting Entry for
Investment in Credit Union Service
Corporation

Sample Depreciation Calculation

Savingsand Equity Accounts (900 Series)

Savingsand L oan Shares Accrued Income
(Acct. No. 780)

Savings Bond and Savings Note Redemp-
tion Transactions

Savings Banks

SBA Guaranteed L oans-Secondary Par-
ticipations

Schedule of Delinquent Loans (form FCU
118)

Scopeof Accruals

Second Alternativeto Computing Inter-
est Refunds

Security at Branch Offices

Security Devicesand Procedures

Separate Bank Accounts

Separate enterprise concept

Service charges, bank (Acct. No. 269)

Service Contracts

Service Feeson L oans Purchased (Acct.
No. 287)

Servicelncomeon Loans (Acct. No. 160)

ServiceIncomeon Loans Sold and Partici-
pations (Acct. No. 117)

Servicelncome On Loans And Other
Obligations Sold (Acct. No. 161)

Service Charges, fees-Share Drafts

Set Datefor Posting Payroll Deductions

Settlement Account for Share Drafts

Share Accountsof Minors

[-18

Section No.

4050.6
2060.4
2090.9

5230

5050.2.6.4
5030.1.3
6060.3.7
5230.1.1
6128.4
5040.5.2.2

5060.1

6061.5.2
6061.2.2

4050.2
6080.11

5195
4050.4

6020.3

6110.1.1
6120.2
4040.6
4050.6

4050.4

5195.3
4050.4

6030.11

5220.2.7
6050.2
4030.2.3

5070.3.2
6120.2.10
5193
5200.2.1
2020.1
4050.2
5260

4050.2
4050.1

4050.1

4050.1
6150.12
5090.3
6150.9
5150.11

Page

4-241
2-13
2-25

5-232

5-57
5-15
6-71
5-233
6-155
5-27

5-59

6-91
6-90
4-59
6-114

5-200
4-76

6-126
5-136
4-224
4-224

4-163

5-206
4-76

6-38

5-229
6-50
4-13

5-76
6-138
5-199
5-210

2-1

4-62

5-241

4-63
4-53

4-42

4-53
6-177
5-94
6-177
5-156

Topic

Share Accounts of Terminated or De-
ceased Members

Share,and Share Certificate Accounts

Share Certificate Documents

Share Certificates

Share Drafts
Definition
Description of Share Draft
Draft Cashing Program
Draft Verification Procedures
Establishing A Share Draft Program
Experimental Share Draft Program
Guidelinesfor use of Share Draftsin

Federal Credit Unions General De-
scription of Operational Overflow

Service Charges & Fees
Settlement Account

Share Certificates (Acct. No. 908)

Share Draft Account Overdrafts

Share Draft Accounts (Acct. No. 902)

Share Draft Agreement

Share Escrow (Acct. No. 903)

Share Insurance (Acct. No. 311)
Amortized shareinsurance premiums

Section No.

5150.12
5150.3
5150.6.6
5150.6
6150
6150.1
6150.4
6150.11
6150.8
6150.2
6150.2.1

6150.3
6150.12
6150.9
4050.6
6150.7
4150.4
6150.6
6150.5
4150.5
4050.2
4050.4

Share, Share Draft, and Share Certificate

Accounts
Shareto Loan Transfers Under Payroll
Deduction Plan No. 2
Shares (Acct. No. 900, 901)
Shares:
Account (Non-Members) (Acct. No.
921)
Account (Acct. No. 901)
Christmas savings
In other credit unions
Minors accounts

Miscellaneous accounts
Of deceased members
Of terminated members
Public Unit Accounts (Acct. No. 910)
Retirement Plans (Acct. No. 906)
Trust accounts
Savingsand Loan
Unposted payroll deductions (Acct.
No. 909)
Withdrawal of
Withdrawn in cash (currency and com)
Shares, Depositsand Certificates of Cor-
porate Central Credit Unions (Acct. No.
744)
Shares, Depositsand Certificates of Other
Credit Unions (Acct. No. 745)
Shares of Nonmembers (Acct. No. 921)
Shares or Depositsin other Credit Unions
Shareto Loan Transfers Under Payroll
Deduction Plan No. 2
Share Secured Loan (Acct. No. 706)
Shipment of Paid Bonds and Notes
Shortage (see Cash Over and Short)

5150

5090.6.2
4050.6

4050.6
4050.6
4050.6
4050.4
5030.1.5.1
5150.11
4050.6
5150.12
5150.12
4050.6
4050.6
5150.10
4050.4

4050.6
5040.2
5050.2.2

4050.4

4050.4
4050.6
4050.4

5090.6.2
4050.4
5195.3.5
4050.2

Page

5-156
5-145
5-152
5-147
6-172
6-172
6-174
6-177
6-176
6-172
6-173

6-173
6-177
6-177
4-233
6-175
4-226
6-175
6-174
4-228

4-65

4-76

5-143

5-100
4-224

4-238
1-224
4-224

4-76

5-18
5-156
4-224
5-156
5-156
4-235
4-231
5-155

4-76

4-235
5-21
5-48

4-135

4-135
4-238
4-76

5-100
4-90
5-208
4-55



Topic

Shortcomings of Modified Cash Basis

Signature card (see Application for Mem-
bership)

Signature on checks

Single Operating Expense Control
Account asan Optional Procedure

Singlesignature checks

Six main groupings of General L edger
accounts

Small Business Administration Second-
ary Participations

Social Security numbers

Socia Security Taxes (Acct. No. 222)

Social Security Taxes Payable (Acct.
No. 846)

Sources of Posting from Books of Original
Entry

Specia Accounting and Operation Proce-
duresfor Federa Credit UnionsMain-
taining Offices Overseas

Specia Accounting Treatment-Credit
Union Service Corporations

Specia Considerations

Specidized Accounting and Operational
Procedures

Specia Reporting Requirements

Special Reservefor Losses (Acct. No. 932)

Specia shareaccounts

Specific Requirementsfor Substitute
Forms

Split-Rate Transfers

Staffing of A Branch

Standard Forms

Standard Formsfor:
Suppliers
Accounting machines systems and
forms
Posting-board equipment

State Unemployment Compensation Tax
Payable (Acct. No. 848)

State Withholding Taxes Payable (Acct.
No. 842)

Statement of Account

Statement of Account (form FCU 107G)
Distribution
Mail receipts
Substituteforms

Statement of Reservesand Undivided
Earnings (109D)

Statement of Cash Flows

Statement of Financial Condition (109A)

Statement of Income (109B)

Statement of Income and Expense

Stationery and Supplies (Acct. No. 264)
Deferred Stationery and Supplies

Stop Payment Procedures
Storage of records
Straight Line Depreciation

Section No.

4030.1.3

5030.1.1
5010.2.2

4020.7
5010.2.2

4020.1

6030.11
5030.1.4
4050.2

4050.5

4010.3

6125

6110.2.1.1
6061.2

6000
6125.2.3
6125.4.1

4050.6
4050.6

5130.1.3.2
5230.1.4
6120.2.6
5020.1

5020.1

5130.1
5130.1.1

4050.5

4050.5
5090.7
5090.8
5090.8
5050.1.3
5130.1.3

3050.5
3050.6
3050.1
3050.2
2080.4
4060.2
4030.2.8
4050.4
6150.10
5190
5120.2.1.1

Page
4-12

5-14
5-2

4-11
5-2

4-5

6-38
5-16
4-59

4-198

4-2

6-144

6-128
6-89

6-145
6-149
4-244
4-224

5-130
5-235
6-138

5-7

5-7

5-129
5-129

4-200

4-196
5-103
5-103
5-103

5-40
5-130

3-16
3-16
3-2

2-21
4-61
4-18
4-76
6-177
5-194
5-126

Topic

Subcontrolsfor Individual Shareand
Loan Ledgers

Subordinate Grouping Within Main
Classification

Subsidiary Ledgers

Subsidiary Recordkeeping

Subsidiary Recordsfor Loans Purchased

Substitutesform for Cash Received
Voucher (form FCU 105)

Substitutesform for Dividend Record
(form FCU 112)

Substituteform for General Ledger

Substituteform for Individual Share
and Loan L edger (form FCU 103)

Substitute form for Journal and Cash
Record

Substituteformfor Members' Passbook

Substitute forms (see Forms, substitute
for standard forms)

Sum of the'Y ear Digits Depreciation

Summary Entriesof Disbursementsin
the Journal and Cash Record

Summary Voucher

Supervisory Committee

Supplemental reserve

Suppliersof standard forms

Supporting Schedulesfor Financia State-
ments

Surety Aspects

Surety bond premium

Systems, accounting

Systems, loose-leaf

T

TakingaTria Baanceof theIndividual
Shareand Loan Ledgers

Tangible Fixed Assetsand Expenses

Taxes:
Socia Security Taxes (Acct. No. 846)
Unemployment Compensation Taxes

(Acct. 223)
Withholding Taxes (Acct. No. 841,
842, 845)

TaxesPayable (Acct. No. 840)

TellersDaily Cash Sheet

Terminated Members

Termination of aJoint Account

Text of the Interpretive Ruling and Policy
Statement (IRPS81-7)

Third Party Payments

Thirty Day Month Method (360 Day Year)

Three Hundred and Sixty-five Day
Y ear Method

TIL Bond Claim Receivable (Acct. No.
729.1)

TIL Reimbursement of Interest Over-
charges (Acct. No. 361)

Section No.

5080.1

4020.3
5195.2.6
5080
6030.7.1.1

5130.1.3

5130.1.3
5130.1.3

5130.1.3

5130.1.3
5130.1.3

5130.1.3
5120.2.1.2

5050.2.1
5010.1
5010.2.3
5220.2.9
6120.2.8
6125.4.1.6
4050.6
5020.1

3050.3
6061.5.1
4050.4
5130.1
1010.2

5060.6
2070.1.4

4050.5
4050.2
4050.5
4050.5
5050.1.1
5150.12
5030.1-5.1
6080.11
5210
5040.5.1.2
5040.5.1.1
4050.4

4050.2

Page

5-82

4-10
5-204
5-82
6-27

5-130

5-130
5-130

5-130

5-130
5-130

5-130
5-127

5-46
51
5-4
5-232
6-138
6-150
4-224

5-7

34
6-91
4-76

5-129

11

5-64
2-15

4-198
4-59
4-196
4-196
5-36
5-156
5-18
6-114
5-213
5-25
5-25
4-111

4-69

1-19



Topic

TIL Restitution (Acct. No. 362)

Timely recognition in accounting records

Total payment voucher

Total payment plan

TransactionsAfter Conversion TOAc-
crua Accounting

Transmitting Funds and Recordsto the
Credit Union Office

Travel and Conference Expenses (Acct.
No. 230)

Treasury Tax and Loan accounts

Travelerschecks

Treasurer'sSdary

Tria Balance:
Genera Ledger accounts
Individual Shareand Loan Ledgers

Trial Balance of Credit Card Holder
Accounts

Trust accounts
Common Trust and Mutual Invest-
ment Accounts (Acct. No. 743)

Typesof Accounts

Typesof Leases

Typesof Red Estate Mortgage L oans

U

Unamortized Discount On Sale of Assets
(Acct. No. 886)

Unamortized Organization Cost (Acct.
No. 768)

Unapphed Data Processing Exceptions
(Acct. No. 870)

Unapplied Data Processing Exceptions
(Disbursements) (Acct. No. 872)

Unapplied Data Processing Exceptions
(Receipts) (Acct. No. 871)

Unauthorized Investment Transactions
andActivities

Uncollectible Collection Cost

Uncollectible Notes and Contracts Re-
ceivable

Under Accrued Expenses, Accounting
Basis

Undisbursed L oan Proceeds (Acct. No.
866)

Undistributed Payroll Deductions (Acct.
No. 803)

Undistributed Payments (Acct. No. 802)

Undivided Earnings (Acct. No. 940)

Unearned Interest on Loans (Acct. No.
881)

Unemployment Compensation Tax Pay-
able

Unemployment Compensation Tax (Acct.
No. 223)

United States Rule-Simple Interest

Upon Maturity of a Share Certificate

1-20

Section No.

4050.2
2020.5
5050.1.2
5050.1.2

4030.2.10
5100.2.1.2
4050.2
6160
5200.2
4050.2

5060.3
5060.6

6050.4
5150.10

4050.4
1030.2.2

6080.2
6020.1.1

4050.5

4050.4

4050.5

4050.5

4050.5

6060.4
5100.1.2.2

5110.4

4030.2.11.2

4060.5
4050.6
4050.5
4050.5
2060.2
2090.10
4050.6

4050.5
4050.5
4050.2

5040.5.2.1
5150.6.2

Page
4-69
2-2
5-40
5-40
4-21
5-114
4-60
6-179
5-209
4-55

5-61
5-64

6-59
5-155

4-133

6-102
6-5

4-217
4-151

4-209

4-210
4-209

6-72
5-110

5-121
4-22

4-208
4-247
4-179
4-178

2-12

2-26
4-247

4-211
4-174
4-59

5-26
5-149

Topic

U.S. Government Obligations (Acct. No.
741)
Accrued income
Accrued interest at time of purchase
Gain on (Acct. No. 420)
Income from Investments (Acct. No.

121)

Losseson (Acct. No. 420)

Unrealized Lossin Vaue of Long Term
Investments In Equity Securities

(Acct. No. 945)

Unpresented Checks

Useof Additional General L edger
Accounts

Use of Accounting Machine byproduct of
Dividend Record (form FCU 112)

Use of Share Drafts

Use Only Needed General Ledger Ac-
counts

Utilities (Acct. No. 253)

Valuation alowance

definition of
for amortization (Acct. No. 777)
for depreciation (Acct. No. 773, 775)

forloans
ToReducelLong Term Investments To

Market Value (Acct. No. 758)
Variable Rate Mortgage L oans
Varietiesof Share Certificates
Voucher Check Register
Voucher checks

When alLoanisDeferred

When alLoan is Extended

WhenaloanisMade

When aLoan is Refinanced
When Credit Union DevelopsAll the
Recordsin Connection with Payroll
Deductions

When Passbooks are Used

When Payments on Loans are Received

When Payments on Shares are Received

When Shares are Withdrawn

When Statementsof Account AreUsed

When the Genera Ledger Tria Balance
doesnot Balance

Where Credit Union Receives aRecord of
the Payroll Deductionsfrom the Em-

ployer

Withdrawal of shares

Withholding Taxes Payable (Acct. No.
840)

Section No.

4050.4
4050.4
4050.4
4050.3

4050.1
4050.3

4050.6
4050.5

4020.5

5160.1
6150.14

4020.4
4050.2

2090.11
5120.1
2090.11
4060.4
4050.4

4050.4
5120.1

4050.4
6020.1.1
5150.6.1

5050.2.1.3
5050.2.1.3

5040.5.6
5040.5.5

5040.4
5040.5.4

5090.5.2
5050.1.3.1
5040.5
5040.1
5040.2
5050.1.3.2

5060.4

5090.5.3

5040.2

4050.5

Page

4-123
4-76
4-76
4-71

4-44
4-71

4-250
4-174

4-10

5-158
6-178

4-10
4-60

2-26
5-122

2-26
4-162
4-157
4-160
4-160
5-122

4-145
6-5
5-147
5-48
5-48

5-30
5-30
5-23
5-29

5-98
5-40
5-24
5-20
521
5-42

5-61
5-98
5-21

4-196



Topic

Worksheet Recordsfor General Ledger
AccountsNo. 707 Loans Collateral in
Process of Liquidation and No. 708,
AssetsAcquiredin Liquidation of

Loans

Written Agreementsfor Collection of

Utility Bills

Y

Yield Considerationsin Investing
Yield Maintenance Contract

Section No.

5110.1.3

52104.1

6061.2.3
6060.4.2

Page

5-90

5-128

6-90
6-73

Topic

RegulationZ

Section No. Page

50909 5-105

[-21



	SECTION 6000 Table of Contents
	6000  Specialized Accounting
	6010  Lending Activities
	6010.1  Nonrefundable Loan Origination Fees and Costs
	6010.1.1  Under the Modified Cash Basis
	6010.1.2  Under the Full Accrual Basis

	6010.2  Loan Origination Fees
	6010.3  Commitment Fees
	6010.4  Demand Loans
	6010.5  Revolving Lines of Credit
	6010.6  Purchase of a Loan or Group of Loans
	6010.7  Aggregation of Similar Loans
	6010.8  Definitions
	6010.9  Accounting Entries and the Interest Method

	6020  Accounting Guidelines For Real Estate Lending
	6020.1  General
	6020.1.1  Types of Real Estate Mortgage Loans

	6020.2  Affected Accounts
	6020.3  Sample Accounting Entries
	6020.4  Recomputation For Rebate
	6020.5  Flood Insurance
	6020.6  Regulation C-Home Mortgage Disclosure Act

	6030  Purchase, Sale, and Pledge of Eligible Obligations
	6030.1  Definitions Relating to Purchase, Sale or Pledge of Eligible Obligations
	6030.1.1  Definitions Concerning the Purchase, Sale, or Pledge of Eligible Obligations
	6030.1.2  Accounting For Fees Generated From the Purchaes, Sale, or Pledge of Eligible Obligations

	6030.2  Purchase of Eligible Member Obligations
	6030.2.1  Five Percent Limitation on Eligible Obligation Purchases
	6030.2.2  Ten Percent Limitation

	6030.3  Student Loans
	6030.4  Real Estate Loans
	6030.5  Sale of Eligible Member Obligations
	6030.5.1  Sale Without Recourse
	6030.5.2  Sale With Recourse
	6030.5.2.1  Recourse Sale Recorded as a Sale
	6030.5.2.2  Recourse Sale Recorded as A Liability
	6030.5.2.3  Disclosure Requirements


	6030.6  Pledge of Eligible Member Obligations as Security
	6030.7  Accounting For the Purchase, Sale, and Pledge of Eligible Obligations
	6030.7.1  Loans Purchased
	6030.7.1.1  Subsidiary Records
	6030.7.1.2  Escrow Accounts

	6030.7.2  Loans Sold (Servicing Retained)
	6030.7.2.1  Loans Sold at a Premium
	6030.7.2.2  Loans Sold at a Discount


	6030.8  Particpation Loans
	6030.9  Loan Participations Sold
	6030.10  Gains and Losses on the Sale of Participations
	6030.10.1  Determining the Gain or Loss
	6030.10.2  Determination of Market Prices
	6030.10.3  Discounting the Gross Gain or Loss
	6030.10.4  Additional Consideration in Discounting the Gross Gain or Loss

	6030.11  Credit Unions as SBA Guaranteed Loan Originators
	6030.12  Sale of Assets Other Than Loans Involving a Note As Payment
	6030.13  Accounting For Profit Recognition on Sales of Real Estate
	6030.14  Methods of Recognizing Profit on the Sale or Real Estate

	6040  Mortgage Banking Activities
	6040.1  Long-Term Sevicing
	6040.1.1  Definitions
	6040.1.2  Servicing Internally Generated Loans
	6040.1.3  Servicing Purchased Loans


	6050  Credit Cards
	6050.1  Interest Computation
	6050.2  Accounting and Operational Policy
	6050.3  Accounting For Credit Card Transactions
	6050.3.1  Illustrative Entries

	6050.4  Trial Balance
	6050.5  Internal Controls

	6060  Investments
	6060.1  Method of Recording Investments
	6060.1.1  Held-to-Maturity
	6060.1.2  Trading
	6060.1.3  Available-For-Sale
	6060.1.4  Transfers Between Categories
	6060.1.5  Impairment of Securities

	6060.2  Definitions
	6060.3  Authorized Investment Activities
	6060.3.1  Cash-Investment Purchase
	6060.3.2  Cash Forward Agreements
	6060.3.3  Cash Forward Agreement to Sell Securities
	6060.3.4  Investment-Type Repurchase Transactions
	6060.3.5  Financial Institution-Type Repurchase Transaction
	6060.3.6  Loan-Type Repurchase Transaction
	6060.3.7  Reverse Repurchase Transaction

	6060.4  Unauthorized Investment Transactions and Activities
	6060.4.1  Adjusted Trading
	6060.4.2  Yield Maintenance Contract
	6060.4.3  Pair-Off Transaction

	6060.5  Permissible Investment Activities and Transaxtions Subject to Specified Conditions
	6060.5.1  Dollar Price Repurchase Agreement (Dollar Price Repo)

	6060.6  Mortgage-Backed Securities
	6060.6.1  Mortgage Pass-Through Securities
	6060.6.2  Collateralized Mortgage Obligations (CMOs)
	6060.6.3  Stripped Mortgage-Backed Securities (IO's/PO's)

	6060.7  Zero Coupon Securities
	6060.8.1  Accounting For Mutual Funds and Unit Investment Trusts
	6060.8.1.1  Accounting For Mutual Funds

	6060.8.2  Accounting For Unit Investment Trusts

	6060.9  Put Options
	6060.10  Objectionable Investment Practices
	6060.11  Investment Trading Policies

	6061  Investment Considerations
	6061.1  Responsibility
	6061.2  Special Considerations
	6061.2.1  Liquidity
	6061.2.2  Safety
	6061.2.3  Yield

	6061.3  Authorized Broker/Dealers
	6061.4  Reporting Requirements
	6061.5  Internal Controls
	6061.5.1  Surety Aspects
	6061.5.2  Safekeeping

	6061.6  Periodic Review Policy

	6070  Fixed Assets
	6070.1  FCU Ownership of Fixed Assets
	6070.2  Amount of Investments in Fixed Assets
	6070.3  Premises
	6070.4  Prohibited Transactions
	6070.5  Furniture, Fixtures and Equipment
	6070.6  Depreciation of Fixed Assets
	6070.6.1  Straight Line
	6070.6.2  Sum of the Years Digits
	6070.6.3  Declining Balance
	6070.6.4  Comparison of Three Methods
	6070.6.5  Gain or Loss in the Year of Sales of an Asset
	6070.6.6  Trade-In
	6070.6.7  Composite Depreciation Method


	6080  Leases
	6080.1  Definitions
	6080.2  Lease Classifications For Lessees
	6080.2.1  Capital Leases
	6080.2.2  Accounting Procedures-Capital Leases
	6080.2.3  Required Disclosures-Capital Leases

	6080.3  Operating Leases
	6080.3.1  Accounting Procedures-OPerating Leases
	6080.3.2  Required Disclosures Operating Leases

	6080.4  Lease Classifications For Lessors
	6080.5  Sales-Type Leases
	6080.5.1  Accounting Procedures Sales-Type Leases

	6080.6  Direct Financing Leases
	6080.6.1  Accounting Procedures-Direct Financing Leases

	6080.7  Leveraged Leases
	6080.8  Operating Leases
	6080.9  Required Disclosures-Lessors
	6080.10  Leases Involving Real Estate
	6080.10.1  Criteria For Classifying Real Estate Leases
	6080.10.2  Leases Involving Land Only
	6080.10.3  Leaes Involving Land and Building
	6080.10.4  Leases Involving Real Estate and Equipment
	6080.10.5  Leases Involving Only Part of a Building

	6080.11  Sale and Leaseback Transactions
	6080.11.1  Accounting Treatment For Sale and Leaseback Transactions For Seller-Lessees
	6080.11.1.1  Accounting Treatment For Non-Real Estate Sale and Leaseback Transactiosn For Seller-Lessees
	6080.11.1.2  Accounting Treatment For REal Estate Sale and Leaseback Transactiosn For Seller-Lessees.
	6080.11.1.3  Financial Statement Presentation and Disclsure For Sale and Leaseback Transactions For Seller-Lessees

	6080.11.2  Accounting Treatment For Sale and Leaseback Transactions For Buyer-Lessors

	6080.12  Accounting For Subleases and Similar Transactions
	6080.12.1  Accounting For Subleases and Similar Transactions For the Original Lessor
	6080.12.2  Accounting For Subleases and Similar Transactiosn For the Original Lessee
	6080.12.3  Accounting For Subleases and Similar Transactiosn For the New Lessee

	6080.13  Accounting For Lease Changes, Renewals, Extensions and Early Erminations
	6080.13.1  Accounting For Changes to Lease Provisions
	6080.13.2  Accounting For Renewals of or Extensions to Lease Provisions
	6080.13.3  Accounting For Early Terminations of Lease Provisions


	6090  Membership in Central Liquidity Facility
	6090.1  Purpose of the Central Liqyidity Facility
	6090.2  Availability of Membership in the Facility
	6090.3  Required Stock Subscription
	6090.4  Computing the Amount of the Stock Subscription
	6090.5  Accounting Entries For CLF Transactions Membership and Dividends
	6090.6  Extension of Credit to Members
	6090.7  Illustrative Entries

	6110  Credit Union Service Organizations
	6110.1 Accounting Procedures
	6110.1.1  Investments in and Loans to Credit Union Service Organizations

	6110.2  Accounting Entries
	6110.2.1  Equity Method
	6110.2.1.1  Special Accounting Treatment
	6110.2.1.2  Cost in Excess of Carrying Value
	6110.2.1.3  Cost Less Than Carryin g Value

	6110.2.2  Cost Method
	6110.2.2.1  Permanent Impairment and Services of Credit Union Services Corporation Are no Longer Used
	6110.2.2.2  Permanent Impairment and Services of Credit Union Service Corporation Are Being Used


	6110.3  Financial Statement Presentation
	6110.4  Loans to a Credit Union Service Organization
	6110.4.1  Accounting Procedures
	6110.4.2  Collection Procedures


	6120  Special Accounting and Operating Procedures For Federal Credit Unions Maintaining Branch Operations
	6120.1  Branches
	6120.2  Centralized Operations
	6120.2.1  Cash Receipts
	6120.2.2  Disbursements
	6120.2.3  Cash Accounts
	6120.2.4  Processing of Loans
	6120.2.5  Records at a Branch
	6120.2.6  Staffing of a Branch
	6120.2.7  Surety Bond and Other Insurance Coverage
	6120.2.8  Supervisory Committee
	6120.2.9  Membership Applications
	6120.2.10  Security
	6120.2.11  Records Preservation
	6120.2.12  Service
	6120.2.13  Overseas Branches

	6120.3  Decentralized Operations
	6120.4  Accounting System For a Branch
	6120.4.1  Reciprocal Accounts
	6120.4.2  Investment in Branch Account

	6120.5  Financial Statements For the Branch
	6120.6  Financial Statements For the Main Office and the Branch
	6120.7  Illustrative Journal and Cash Record Entries
	6120.7.1  Descriptions of the Transactions
	6120.7.2  Reciprocal Account in Main Office General Ledger
	6120.7.3  Reciprocal Account in Branch Ledger


	6125  Special Accounting and Operating Procedures For Federal Credit Unions Maintaining Offices Overseas
	6125.1  Accounting and Operating Procedures
	6125.2  Special Considerations
	6125.2.1  Responsibility For Operations
	6125.2.2  Allotments
	6125.2.3  Foreign Currency Transactions

	6125.3  Overseas Procedures
	6125.3.1  Records
	6125.3.1.1  Minimum Records to be Maintained at Overseas Office
	6125.3.1.2  Records and Information to be Transmitted by the Overseas Office to the Main Office

	6125.3.2  Operations
	6125.3.2.1  Receipts
	6125.3.2.2  Deposits Made by an Overseas Branch
	6125.3.2.3  Disbursements
	6125.3.2.4  Daily Log
	6125.3.2.5  Allotments
	6125.3.2.6  Record of Loans Made
	6125.3.2.7  Loans to Purchase Securities


	6125.4  Main Office Procedures
	6125.4.1  Records
	6125.4.1.1  Records to be Maintained at the Main Office
	6125.4.1.2  Individual Share and Loan Ledgers (Duplicates)
	6125.4.1.3  Journal and Cash Record and General Ledger
	6125.4.1.4  Schedule of Dlinquent Loans
	6125.4.1.5  Statement of Account
	6125.4.1.6  Supervisory Committee
	6125.4.1.7  Other Accounting Entries


	6125.5  Illustrative Operational Entries
	6125.5.1  Illustrative Entries for the End of the Accounting Period


	6128  Credit Union Office Facilities on Department of Defense Installations
	6128.1  Government-Owned Facility
	6128.2  Office Facilities Constructed by Federal Credit Unions
	6128.3  Off-Site Office Facility
	6128.4  Risk Assets

	6130  Corporate Central Credit Unions
	6140  Pensions
	6140.1  Definitions
	6140.2  Accounting For Pension Costs
	6140.2.1  Determination of Net Periodic Pension Cost
	6140.2.2  Illustration of Net Periodic Pension Cost Computation
	6140.2.3  Provision For Vested Benefits

	6140.3  Actuarial Gains and Losses
	6140.4  Recording Pension Assets and Liabilities
	6140.5  Illustrative Journal Entries
	6140.6  Required Disclosure For Post Employment Health Care Benefits and Life Insurance
	6140.7  Deferred Compensation Contracts/Agreements
	6140.7.1  Accounting Procedures For Deferred Compensation Contracts/ Agreements
	6140.7.2  Required Disclosures For Deferred Contracts/Agreements

	6140.8  The Employee Retirement Income Security Act of 1974 (ERISA)
	6140.9  Defined Contribution Plans
	6140.10  Presentation of Pension Plans in Financial Statements
	6140.11  Settlements and Curtailments of Pension Plans and Termination Benefits
	6140.11.1  Accounting For Settlements of Defined Benefit Pension Plans
	6140.11.2  Accounting For Defined Benefit Plan Curtailments
	6140.11.3  Disclosure and Financial Statement Presentation For Settlements an Curtailments of Pension Benefits and Termination 
	6140.11.4  Termination Benefits


	6150  Share Drafts
	6150.1  Definitions
	6150.2  Establishing a Share Draft Program
	6150.2.1  Experimental Share Draft Program

	6150.3 Guidelines on the Use of Payable-Through Share Drafts in a Federal Credit Union's General Description of Operational Flow
	6150.4  Description of a Share Draft Under a Payable-Through System
	6150.5  Share Draft Agreement
	6150.6  Share Draft Account
	6150.7  Share Draft Account Overdrafts
	6150.8  Draft Verification Procedures
	6150.9  Settlement Account
	6150.10  Stop Payment Procedures
	6150.11  Draft Cashing Programs
	6150.12  Service Charges and Fees
	6150.13  Internal Share Draft Account
	6150.14  Use of Share Drafts
	6150.15  Needed Opinions of Legal Counsel
	6150.16  Federal Reserve Regulation D
	6150.17  Federal REserve REgulation CC

	6160  Treasury Tax and Loan Accounts
	6170 Public Unit Accounts
	6180  Secondary Capital Accounts For Low Income Credit Unions


	Alphabetical Index by Topic
	Section A
	Section B, C
	Section D
	Section E, F
	Section G, H, I
	Section J
	Section L
	Section M, N
	Section O
	Section P
	Section Q, R
	Section S
	Section T
	Section U, V, W
	Section Y, Z


